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REGULATION A, SERIES OF 1930 
UNIVERSITY OF ILLINOIS 


(Superseding Regulation A of 1928) 


DISCOUNTS UNDER SECTIONS 13 AND 13a 
ARTICLE A—NOTES, DRAFTS, AND BILLS OF EXCHANGE 


y 
») Any Federal reserve bank may discount for any of its member 
banks any note, draft, or bill of exchange: Provided— 

(a) It has a definite maturity at the time of discount of not more 
than 90 days, exclusive of days of grace; except that (1) if drawn or 
issued for an agricultural purpose or based on livestock, it may have 
a maturity at the time of discount of not more than nine months, 
exclusive of days of grace, and (2) certain bills of exchange payable 

_ at sight or on demand are eligible even though they have no definite 
maturity (see Section VII, below) ; 

(6) It has been issued or drawn for an agricultural, industrial, or 
commercial purpose, or the proceeds have been used or are to be used 
for such a purpose, or it is a note, draft, or bill of exchange of a factor 
issued as such making advances exclusively to producers of staple 
agricultural products in their raw state; 

(c) It was not issued or drawn for the purpose of carrying or 
trading in stocks, bonds, or other investment securities, except obli- 
gations of the Government of the United States; ? 

(dz) The aggregate of notes, drafts, and bills upon which any 
person, copartnership, association, or corporation is liable as maker, 
acceptor, indorser, drawer, or guarantor, rediscounted for any mem- 
ber bank, shall at no time exceed the amount for which such person, 

-copartnership, association, or corporation may lawfully become 
liable to a national banking association under the terms of section 
5200 of the Revised Statutes, as amended; 

(e) It is indorsed by a member bank; and 

(7) It conforms to all applicable provisions of this regulation. 

No Federal reserve bank may discount for any member State bank 
or trust company any of the notes, drafts, or bills of exchange of any 
one borrower who is liable for borrowed money to such State bank 
or trust company in an amount greater than that which could be 


Section 1. Genurau Statutory Provisions 


1 When used in this regulation, the words “ obligations of the Government of the United 
States’ shall be construed to include only bonds, notes, certificates of indebtedness and 
Treasury bills of the Government of the United States. 


. 5721°—-30 (1) 
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borrowed lawfully from such State bank or trust company were it 
a national banking association. 

Any Federal reserve bank may make advances to its member banks 
on their promissory notes for a period not exceeding 15 days, pro- 
vided that they are secured by notes, drafts, bills of exchange, or 
bankers’ acceptances which are eligible for discount or for purchase 
by Federal reserve banks, or by the deposit or pledge of obligations 
of the Government of the United States. 


Section II. Grenerat Cuaracter or Notes, Drarrs, aNp BILus oF 
ExcuANncE ELIGIBLE 


The Federal Reserve Board, exercising its statutory right to define 
the character of a note, draft, or bill of exchange eligible for discount 
at a Federal reserve bank has determined that— 

(a) It must be a negotiable note, draft, or bill of exchange which 
has been issued or drawn, or the proceeds of which have been used 
or are to be used in the first instance, in producing, purchasing, 


carrying, or marketing goods? in one or more of the steps of the 


process of production, manufacture, or distribution, or for the pur- 
pose of carrying or trading in obligations of the Government of the 
United States, and the name of a party to such transaction must 
appear upon it as maker, drawer, acceptor, or indorser. 

(6) It must not be a note, draft, or bill of exchange the proceeds 
of which have been or are to be advanced or loaned to some other 
borrower, except as to paper described below under Sections VI (0) 
and VILLI. f 

(c) It must not be a note, draft, or bill of exchange the proceeds 
of which have been used or are to be used for permanent or fixed 
investments of any kind, such as land, buildings, or machinery, or 
for any other capital purpose. 

(dz) It must not be a note, draft, or bill of exchange the proceeds 
of which have been used or are to be used for investments of a purely 
speculative character. 

(e) It may be secured by the pledge of goods or collateral of any 
nature, including paper which is ineligible for discount, provided it 
(the note, draft, or bill of exchange) is otherwise eligible. 


Srecrion III. AppiicatTions For Discount 


Every application for the discount of notes, drafts, or bills of 
exchange must contain a certificate of the member bank, in form to 
be prescribed by the Federal reserve bank, that— 


2 When used in this regulation the word “ goods” shall be construed to include goods, 
wares, merehandise, or agricultural products, including livestock, 
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(1) To the best of its knowledge and belief, such notes, drafts, or 
bills of exchange have been issued or drawn, or the proceeds thereof 
have been or are to be used, for such a purpose as to render them 
eligible for discount under the terms of this regulation, and 

(2) That such notes, drafts, or bills of exchange have not been 
acquired from a nonmember bank, or, if so acquired, that the apply- 
ing member bank has received permission from the Federal Reserve 
Board to discount with the Federal reserve bank paper acquired from 
nonmember banks. 

In the case of a member State bank or trust company, every such 


\application must contain a certificate or guaranty to the effect that 


-* /the borrower is not liable, and will not be permitted to become liable 


during the time his paper is held by the Federal reserve bank, to 
such bank or trust company for borrowed money in an amount 
greater than that which could be borrowed lawfully from such State 
bank or trust company were it a national banking association. 


Srection IV. Promissory Norss 


(a) Definition—A promissory note, within the meaning of this 
regulation, is defined as an unconditional promise, in writing, signed 
by the maker, to pay, in the United States, at a fixed or determinable 
future time, a sum certain in dollars to order or to bearer. 

(b) Evidence of eligibility and requirement of statements——A Federal 
reserve bank must be satisfied by reference to the note or otherwise 
that it is eligible for discount, and the member bank shall certify in 
its application whether a financial statement of the borrower is on 
file with it. 

A recent financial statement of the borrower must be on file with 
the member bank if it has discounted the note for a nondepositor or a 
nonmember bank, and in all other cases unless— 

(1) Itis secured by a warehouse, terminal, or other similar receipt 
covering goods in storage, by a valid prior lien on livestock which is 


‘being marketed or fattened for market, or by obligations of the 


Government of the United States; or 

(2) The aggregate of obligations of the borrower discounted and 
offered for discount at the Federal reserve bank by the member bank 
is less than a sum equal to 10 per cent of the paid-in capital of the 
member bank and is less than $5,000. 

Whenever the borrower has closely affiliated or subsidiary cor- 
porations or firms, the borrower’s financial statement shall be ac- 
companied by separate financial statements of such affiliated or 
subsidiary corporations or firms, unless the statement of the bor- 
rower clearly indicates that such note is both eligible from a legal 
standpoint and acceptable from a credit standpoint or unless finan- 
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cial statements of such affiliated or subsidiary corporations or firms 
are on file with the Federal reserve bank. A 
A Federal reserve bank shall use its discretion in taking the steps 
necessary to satisfy itself as to eligibility. Compliance of a note 
with Section II (c) may be evidenced by a statement of the borrower 
showing a reasonable excess of quick assets over current liabilities. 
A Federal reserve bank may, in any case, require the financial state- 
ment of the borrower to be filed with it. 


Section VY. Drarrs, Binits or Excuancr, AND TrapE ACCEPTANCES 4 


4 
(a) Definition —A draft or bill of exchange, within the meaning of 


this regulation, is defined as an unconditional order in writing, 
addressed by one person to another, signed by the person giving it, 
requiring the person to whom it is addressed to pay in the United 
States, at a fixed or determinable future time, a sum certain in dollars 
to the order of a specified person; and a trade acceptance is defined 
as a draft or bill of exchange, drawn by the seller on the purchaser 
of goods sold,* and accepted by such purchaser. 

(6) Evidence of eligibility and requirement of statements—A Federal 
reserve bank shall take such steps as it deems necessary to satisfy 
itself as to the eligibility of the draft, bill, or trade acceptance offered 
for discount and may require a recent financial statement of one or 
more parties to the instrument. The draft, bill, or trade acceptance 
should be drawn so as to evidence the character of the underlying 
transaction, but if it is not so drawn evidence of eligibility may con- 
sist of a stamp or certificate affixed by the acceptor or drawer in a 
form satisfactory to the Federal reserve bank. 


Section VI. AgricuLruRAL PAPER 


(a) Definition—Agricultural paper, within the meaning of this 
regulation, is defined as a negotiable note, draft, or bill of exchange 
issued or drawn, or the proceeds of which have been or are to be 
used, for agricultural purposes, including the production of agricul- 
tural products, the marketing of agricultural products by the growers 
thereof, or the carrying of agricultural products by the growers 
thereof pending orderly marketing, and the breeding, raising, fatten- 
ing, or marketing of livestock, and which has a maturity at the time 
of discount of not more than nine months, exclusive of days of grace. 

(6) Paper of cooperative marketing associations.—Under the express 
terms of section 13a, notes, drafts, bills of exchange, or acceptances 


®A consignment of goods or a conditional sale of goods can not be considered ‘ goods : 
sold” within the meaning of this clause. The purchase price of goods plus the cost of ( 
labor in effeeting their installation may be included in the amount for which the trade 
acceptance is drawn. 


y 


+) 


issued or drawn by cooperative marketing associations composed of 
producers of agricultural products are deemed to have been issued or 
drawn for an agricultural purpose, if the proceeds thereof have been 
or are to be— 


(1) Advanced by such association to any members thereof for 
an agricultural purpose; or 

(2) Used by such association in making payments to any mem- 
bers thereof on account of agricultural products delivered by 
such members to the association; or 

(3) Used by such association to meet expenditures incurred or 
to be incurred by the association in connection with the grading, 
processing, packing, preparation for market, or marketing of 
any agricultural product handled by such association for any of 
its members. 


These are not the only classes of paper of such associations which 
are eligible for discount, however, and any other paper of such asso- 
ciations which complies with the applicable requirements of. this 
regulation may be discounted on the same terms and conditions as 
the paper of any other person or corporation. 

Paper of cooperative marketing associations the proceeds of which 
have been or are to be used (1) to defray the expenses of organizing 
such associations, or (2) for the acquisition of warehouses, for the 
purchase or improvement of real estate, or for any other permanent 
or fixed investment of any kind, are not eligible for discount, even 
though such warehouses or other property are to be used exclusively 
in connection with the ordinary operations of the association. 

(c) Eligibility—To be eligible for discount, agricultural paper, 
whether a note, draft, bill of exchange, or trade acceptance, must 
comply with the respective sections of this regulation which would 
apply to it if its maturity were 90 days or less. 

(d) Discounts for Federal intermediate credit banks——Any Federal 
reserve bank may discount agricultural paper for any Federal inter- 


- mediate credit bank; but no Federal reserve bank shall discount for 


any Federal intermediate credit bank any such paper which bears 
the indorsement of any nonmember State bank or trust company 
which is eligible for membership in the Federal reserve system under 
the terms of section 9 of the Federal reserve act as amended. In 
discounting such paper each Ifederal reserve bank shall give prefer- 
ence to the demands of its own member banks and shall have due 
regard to the probable future needs of its own member banks. Ex- 
cept with the permission of the Federal Reserve Board, no Federal 
reserve bank shall discount paper for any Federal intermediate 
credit bank when its own reserves amount to less than 50 per cent 
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of its own aggregate liabilities for deposits and Federal reserve 
notes in actual circulation. Except with the permission of the 
Federal Reserve Board, the aggregate amount of paper discounted 
by all Federal reserve banks for any one Federal intermediate credit 
bank shall at no time exceed an amount equal to the paid-up and 
unimpaired capital and surplus of such Federal intermediate. credit 
bank. 

(e€) Limitations—The Federal Reserve Board prescribes no limita- 
tion on the aggregate amount of notes, drafts, bills of exchange, 
and acceptances with maturities in excess of three months, but not 
exceeding six months, exclusive of days of grace, which may be dis- , 
counted by any Federal reserve bank; but the aggregate amount of 
notes, drafts, bills of exchange, and acceptances with maturities in 
excess of six months, but not exceeding nine months, which may be 
discounted by any Federal reserve bank shall not exceed 10 per cent 
of its total assets. 


Srection VII. Srant Drarrs SecureD BY Brus or Lapine 


A Federal reserve bank may discount for any of its member banks 
bills of exchange payable at sight or on demand which— 

(a) Grow out of the domestic shipment or the exportation 
of nonperishable, readily marketable staples; and 

(6) Are secured by bills of lading or other shipping docu- 
ments conveying or securing title to such staples. 

All such bills of exchange shall be forwarded promptly for col- 
lection, and demand for payment shall be made promptly, unless 
the drawer instructs that they be held until arrival of car, in which 
event they must be presented for payment within a reasonable time 
after notice of arrival of such staples at their destination has been 
received. In no event shall any such bill be held by or for the 
account of a Federal reserve bank for a period in excess of 90 days. 

In discounting such bills Federal reserve banks may compute the 
interest to be deducted on the basis of the estimated life of each bill 
and adjust the amount thus deducted after payment of such bills 
to conform to the actual life thereof. 


Section VIII. Facrors’ Parer 


Notes, drafts. and bills of exchange of factors issued as such for 
the purpose of making advances exclusively to producers of staple 
agricultural products in their raw state are eligible for discount with 
maturities not in excess of 90 days, exclusive of days of grace, irre- 
spective of the requirements of Sections II (a) and II (6). 








7 
Section LX. Parer Acquirep From NoNMEMBER BANKS 


(a) Except with the permission of the Federal Reserve Board, no 
Federal reserve bank shall discount any paper acquired by a member 
bank from a nonmember bank or bearing the signature or indorse- 
ment of a nonmember bank; except that Federal reserve banks may 
discount bankers’ acceptances and other eligible paper bearing the 
signature or indorsement of a nonmember bank, if such paper was 
bought by the offering bank in good faith on the open market from 
some party other than the nonmember bank. 

(6) Applications for permission to rediscount paper acquired from 
nonmember banks shall be made in writing by the member banks 
which desire to offer such paper for rediscount and shall state fully 
the facts which gave rise to each application and the reasons why 
the applying member banks feel justified in seeking such permission. 
Such applications shall be addressed to the Federal Reserve Board, 
but shall be filed with the Federal reserve agent, who shall forward 
them promptly to the Federal Reserve Board with his recommenda- 
tions. 

(c) The Federal Reserve Board hereby grants its permission for 
Federal reserve banks to discount for member banks paper bearing 
the signature or indorsement of Federal intermediate credit banks, 
if such paper is otherwise eligible under the law and this regulation. 


ARTICLE B—BANKERS’ ACCEPTANCES 4 


SEcTION XN. DEFINITION 


A banker’s acceptance within the meaning of this regulation is 
defined as a draft or bill of exchange, whether payable in the United 
States or abroad and whether payable in dollars or some other money, 
of which the acceptor is a bank or trust company, or a firm, person, 
company, or corporation engaged generally in the business of grant- 
' ing bankers’ acceptance credits. 


Section XI. Evigreiiry 


A Federal reserve bank may discount any such bill bearing the 
indorsement of a member bank and having a maturity at the time 
of discount not greater than that prescribed by Section XII (a), 
which has been drawn under a credit opened for the purpose of con- 








‘For regulations governing the acceptance by member banks of drafts and bills of 
exchange drawn on them, see Regulation C, 
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ducting or settling accounts resulting from a transaction or transac- 
tions involving any one of the following: 

(1) The shipment of goods between the United States and any 
foreign country, or between the United States and any of its 
dependencies or insular possessions, or between foreign countries, 
or between dependencies or insular possessions and foreign 
countries; 

(2) The shipment of goods within the United States, provided 
shipping documents conveying security title are attached at the 
time of acceptance; or | 

(3) The storage in the United States or in any foreign country 
of readily marketable staples,® provided that the bill is secured 
at the time of acceptance by a warehouse, terminal, or other 
similar receipt, conveying security title to such staples, issued by 
a party independent of the customer or issued by a grain elevator 
or warehouse company duly bonded and licensed and regularly 
inspected by State or Federal authorities with whom all receipts 
for such staples and all transfers thereof are registered and with- 
out whose consent no staples may be withdrawn; and provided 
further that the acceptor remains secured throughout the lfe 
of the acceptance. In the event that the goods must be with- 
drawn from storage prior to the maturity of the acceptance or 
the retirement of the credit, a trust receipt or other similar docu- 
ment covering the goods may be substituted in leu of the original 
document, provided that such substitution is conditioned upon a 
reasonably prompt liquidation of the credit. In order to insure 
compliance with this condition it should be required, when the 
original document is released, either (a) that the proceeds of the 
goods will be applied within a specified time toward a liquidation 
of the acceptance credit or (0) that a new document, similar to 
the original one, will be resubstituted within a specified time. 

Provided, That acceptances for any one customer in excess of 10 per 
cent of the capital and surplus of the accepting bank must remain 
actually secured throughout the life of the acceptance, and in the 
case of the acceptances of member banks this security must consist 
of shipping documents, warehouse receipts, or other such documents, 
or some other actual security growing out of the same transaction 
as the acceptance, such as documentary drafts, trade acceptances, 
terminal receipts, or trust receipts which have been issued under 
such circumstances, and which cover goods of such a character, as 








5A readily marketable staple within the meaning of these regulations may be defined 
as an article of commerce, agriculture, or industry of such uses as to make it the subject 
of constant dealings in ready markets with such frequent quotations of price as to make 
(a) the price easily and definitely ascertainable and (b) the staple itself easy to realize 
upon by sale at any time, 


ae 


\ 
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to insure at all times a continuance of an effective and lawful lien 
in favor of the accepting bank, other trust receipts not being con- 
sidered such actual security if they permit the customer to have 
access to or control over the goods. 

A Federal reserve bank may also discount any bill drawn by a 
bank or banker in a foreign country or dependency or insular posses- 
sion of the United States for the purpose of furnishing dollar ex- 
change as provided in Regulation C, provided that it has a maturity 
at the time of discount of not more than three months, exclusive of 
days of grace. 


Srecrion XII. Marurrries 


(a) Legal requirements——No such acceptance is eligible for discount 
which has a maturity at the time of discount in excess of 90 days’ 
sight, exclusive of days of grace, except that acceptances drawn for 
agricultural purposes and secured at the time of acceptance by ware- 
house receipts or other such documents conveying or securing title 
covering readily marketable staples may be discounted with matu- 
rities at the time of discount of not more than six months’ sight, 
exclusive of days of grace. 

(6) General conditions as to maturity of domestic acceptances.— 
Although a Federal reserve bank may legally discount an acceptance 
having a maturity at the time of discount not greater than that pre- 
scribed under (a), it may decline to discount any acceptance the 
maturity of which is in excess of the usual or customary period of 
credit required to finance the underlying transaction or which is 
in excess of that period reasonably necessary to finance such transac- 
tion. Since the purpose of permitting the acceptance of drafts se- 
cured by warehouse receipts or other such documents is to permit 
of the temporary holding of readily marketable staples in storage 
pending a reasonably prompt sale, shipment, or distribution, no such 
acceptance should have a maturity in excess of the time ordinarily 
- necessary to effect a reasonably prompt sale, shipment, or distribu- 
tion into the process of manufacture or consumption. 


Srorion XIII. Evipence or Exicieiniry 


A Federal reserve bank must be satisfied, either by reference to 
the acceptance itself or otherwise, that the acceptance is eligible for 
discount under the terms of the law and the provisions of this regula- 
tion. The bill itself should be drawn so as to evidence the character 
of the underlying transaction, but if it is not so drawn evidence of 
eligibility may consist of a stamp or certificate affixed by the acceptor 
in form satisfactory to the Federal reserve bank. 
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DISCOUNTS FOR AND ADVANCES TO MEMBER 
BANKS BY FEDERAL RESERVE BANKS 





REGULATION A 


This regulation as printed herewith is in the form 


as revised effective October 1, 1937 











INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should 
be addressed to the Federal Reserve Bank of 


the district in which the inquiry arises. 
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GENERAL PRINCIPLES 


The guiding principle underlying the discount policy of the Federal 
Reserve Banks is the advancement of the public interest. Accordingly, 
the effect that the granting or withholding of credit accommodation by 
a Federal Reserve Bank may have on a member bank, on its depositors 
and on the community is of primary importance. 

In extending accommodation to any member bank, the Federal Re- 
serve Banks are required to have due regard to the demands of other 
member banks, as well as to the maintenance of sound credit conditions 
and the accommodation of commerce, industry, and agriculture, and to 
consider not only the nature of the paper offered, but also the general 
character and amount of the loans and investments of the member 
bank, and whether the bank has been extending an undue amount of 
credit for speculative purposes in securities, real estate, or commodi- 
ties, or in any other way has conducted its operations in a manner 
inconsistent with the maintenance of sound credit conditions. 
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REGULATION A 


Revised effective October 1, 1937 


(Superseding Regulation A, Series of 1930) 


DISCOUNTS FOR AND ADVANCES TO MEMBER BANKS 
BY FEDERAL RESERVE BANKS 


INTRODUCTION 


This regulation is based upon and issued pursuant to various provi- 
sions of the Federal Reserve Act, the most important of which, to- 
gether with related provisions of law, are published in the Appendix 
hereto. The regulation is applicable to the following forms of borrow- 
ing from a Federal Reserve Bank: (1) discounts for member banks of 
commercial, agricultural and industrial paper and bankers’ accept- 
ances; (2) advances to member banks on their own notes secured by 
paper eligible for discount or purchase by Federal Reserve Banks, by 
obligations of the United States or certain corporations owned by the 
United States, or by other security which is satisfactory to the Federal 
Reserve Bank; and (3) discounts for Federal Intermediate Credit 
banks. 


SECTION 1. DISCOUNT OF NOTES, DRAFTS AND BILLS FOR MEMBER BANKS! 


(a) Commercial, agricultural and industrial paper.—Any Federal 
Reserve Bank may discount for any of its member banks, under au- 
thority of sections 13 and 13a of the Federal Reserve Act, any note, 
draft, or bill of exchange which meets the following requirements: 


(1) It must be a negotiable note, draft, or bill of exchange, 
bearing the indorsement of a member bank, which has been issued 
or drawn, or the proceeds of which have been used or are to be 
used, in producing, purchasing, carrying or marketing goods? in 
one or more of the steps of the process of production, manufacture, 
or distribution, or in meeting current operating expenses of a com- 
mercial, agricultural or industrial business, or for the purpose of 
carrying or trading in direct obligations of the United States (i.e. 





1Even though paper is not eligible for discount by a Federal Reserve Bank for a member 
bank under the provisions of this regulation, it may be used as security for an advance by a 
Federal Reserve Bank to a member bank under the terms and conditions of subsection (¢c) and 
subsection (d) of section 2 of this regulation if it constitutes security satisfactory to the Federal 
Reserve Bank. In addition to the classes of paper mentioned in section 1 of this regulation a 
Federal Reserve Bank may discount bankers’ acceptances in accordance with the provisions of 
section 6 of this regulation. 

2 As used in this regulation the word ‘‘goods’’ shall be construed to include goods, wares, 
merchandise, or agricultural products, including livestock. 
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bonds, notes, Treasury bills or certificates of indebtedness of the 
United States) ; 

(2) It must not be a note, draft, or bill of exchange the proceeds 
of which have been used or are to be used for permanent or fixed 
investments of any kind, such as land, buildings or machinery, or 
for any other fixed capital purpose; 

(3) It must not be a note, draft, or bill of exchange the pro- 
ceeds of which have been used or are to be used for transactions of 
a purely speculative character or issued or drawn for the purpose 
of carrying or trading in stocks, bonds or other investment securi- 
ties except direct obligations of the United States (i.e. bonds, 
notes, Treasury bills or certificates of indebtedness of the United 
States) ; 

(4) It must have a maturity at the time of discount of not ex- 
ceeding ninety days, exclusive of days of grace, except that agri- 
cultural paper as defined below in this section of this regulation 
may have a maturity of not exceeding nine months, exclusive of 
days of grace; but this requirement is not applicable with respect 
to bills of exchange payable at sight or on demand of the kind 
described in subsection (b) of this section. 


(b) Bills of exchange payable at sight or on demand.—Any Federal 
Reserve Bank may discount for any of its member banks, under au- 
thority of section 13 of the Federal Reserve Act, negotiable bills of 
exchange payable at sight or on demand which (1) bear the indorse- 
ment of a member bank, (2) grow out of the domestic shipment or the 
exportation of nonperishable, readily marketable staples,* and (3) are 
secured by bills of lading or other shipping documents conveying or 
securing title to such staples. All such bills of exchange shall be for- 
warded promptly for collection, and demand for payment shall be 
made promptly, unless the drawer instructs that they be held until 
arrival of such staples at their destination, in which event they must 
be presented for payment within a reasonable time after notice of such 
arrival has been received. In no event shall any such bill be held by 
or for the account of a Federal Reserve Bank for a period in excess of 
ninety days. 

(c) Construction loans.—In addition to paper of the kinds specified 
above, any Federal Reserve Bank may discount for any of its member 
banks, under authority of section 24 of the Federal Reserve Act, a 
negotiable note which (1) represents a loan made to finance the con- 
struction of a residential or a farm building whether or not secured by 





3 A readily marketable staple within the meaning of this regulation means an article of com- 
merce, agriculture, or industry of such uses as to make it the subject of constant dealings in 
ready markets with such frequent quotations of price as to make (a) the price easily and 
definitely ascertainable and (b) the staple itself easy to realize upon by sale at any time. 
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lien upon real estate, (2) is indorsed by such member bank, (3) is 
accompanied by a valid and binding agreement, entered into by a per- 
son? acceptable to the discounting Federal Reserve Bank, requiring 
such person to advance the full amount of the loan upon the com- 
pletion of the construction of such residential or farm building, and (4) 
matures not more than six months from the date such loan was made 
and not more than ninety days from the date of such discount by such 
Federal Reserve Bank, exclusive of days of grace. 

(d) Agricultural paper.—Agricultural paper, within the meaning of 
this regulation, is a negotiable note, draft, or bill of exchange issued or 
drawn, or the proceeds of which have been or are to be used, for agricul- 
tural purposes, including the production of agricultural products, the 
marketing of agricultural products by the growers thereof, or the 
carrying of agricultural products by the growers thereof pending 
orderly marketing, and the breeding, raising, fattening, or marketing 
of livestock. 

(e) Paper of cooperative marketing associations.—Notes, drafts, 
bills of exchange, or acceptances issued or drawn by cooperative mar- 
keting associations composed of producers of agricultural products are 
deemed to have been issued or drawn for an agricultural purpose within 
the meaning of the foregoing definition of “agricultural paper”, if the 
proceeds thereof have been or are to be used by such association in 
making advances to any members thereof for an agricultural purpose, 
in making payments to any members thereof on account of agricultural 
products delivered by such members to the association, or to meet ex- 
penditures incurred or to be incurred by the association in connection 
with the grading, processing, packing, preparation for market, or mar- 
keting of any agricultural product handled by such association for any 
of its members. In addition, any other paper of such associations 
which complies with the applicable requirements of this regulation may 
be discounted. Paper of cooperative marketing associations the pro- 
ceeds of which have been or are to be used (1) to defray the expenses 
of organizing such associations, or (2) for the acquisition of ware- 
houses, for the purchase or improvement of real estate, or for any 
other permanent or fixed investment of any kind, is not eligible for 
discount, even though such warehouses or other property is to be 
used exclusively in connection with the ordinary operations of the 
association. 

(f) Factors’ paper.—Notes, drafts, and bills of exchange of factors 
issued as such for the purpose of making advances exclusively to 
producers of staple agricultural products in their raw state are eligible 


4Such person may be the member bank offering the note for discount or any other individual, 
partnership, association or corporation. 
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for discount with maturities not in excess of ninety days, exclusive of 
days of grace. 

(g) Collateral securing discounted paper.—Any note, draft, or bill 
of exchange eligible for discount is not rendered ineligible because it is 
secured by the pledge of goods or collateral of any nature, including 
paper ineligible for discount. 

(h) Determination of eligibility—A Federal Reserve Bank shall 
take such steps as may be necessary to satisfy itself as to the eligibility 
of any paper offered for discount. Compliance of paper with the pro- 
visions of paragraph (2) of subsection (a) of this section may be 
evidenced by a statement which adequately reflects the borrower’s 
financial worth and evidences a reasonable excess of quick assets over 
current liabilities, or such compliance may be evidenced in any other 
manner satisfactory to the Federal Reserve Bank. 

(1) Limitations.—The aggregate of notes, drafts, and bills upon 
which any person, copartnership, association, or corporation is liable 
as maker, acceptor, indorser, drawer, or guarantor, discounted for any 
member bank shall at no time exceed the amount for which such per- 
son, copartnership, association, or corporation may lawfully become 
liable to a national bank under the terms of section 5200 of the Revised 
Statutes of the United States, as amended.® The law forbids a Federal 
Reserve Bank to discount for any State member bank notes, drafts, or 
bills of exchange of any one borrower who is hable for borrowed 
money to such State member bank in an amount greater than that 
which could be borrowed lawfully from such State member bank were 
it a national bank. 


SECTION 2. ADVANCES TO MEMBER BANKS 


(a) Advances on eligible paper.—Any Federal Reserve Bank may 
make advances, under authority of section 13 of the Federal Reserve 
Act, to any of its member banks for periods not exceeding ninety days 
on the promissory note of such member bank secured by such notes, 
drafts, bills of exchange, or bankers’ acceptances as are eligible for 
discount by Federal Reserve Banks under the provisions of this 
regulation or for purchase by such banks under the provisions of 
Regulation B. . 

(6) Advances on Government obligations.—Any Federal Reserve 
Bank may make advances, under authority of section 13 of the Federal 
Reserve Act,.to any of its member banks for periods not exceeding 





5 Section 5200 of the Revised Statutes of the United States is printed in the Appendix to this 
regulation (page 19) together with a tabular analysis of the section prepared in the office of the 
Comptroller of the Currency (page 22). 
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fifteen days® on the promissory note of such member bank secured 
(1) by the deposit or pledge of bonds, notes, certificates of indebtedness, 
or Treasury bills of the United States, or (2) by the deposit or pledge 
of debentures or other such obligations of Federal Intermediate Credit 
banks having maturities of not exceeding six months from the date of 
the advance, or (3) by the deposit or pledge of Federal Farm Mortgage 
Corporation bonds issued under the Federal Farm Mortgage Corpora- 
tion Act and guaranteed both as to principal and interest by the 
United States, or (4) by the deposit or pledge of Home Owners’ Loan 
Corporation bonds issued under the provisions ef subsection (c) of 
section 4 of the Home Owners’ Loan Act of 1933, as amended, and 
guaranteed both as to principal and interest by the United States. 

(c) Advances on other security under section 10(b) of the Federal 
Reserve Act.—Subject to the provisions of subsection (d) of this sec- 
tion, any Federal Reserve Bank may make advances, under authority 
of section 10(b) of the Federal Reserve Act, to any of its member banks 
upon the latter’s promissory note secured to the satisfaction of such 
Federal Reserve Bank. The rate on advances made under the pro- 
visions of this subsection shall in no event be less than one-half of 1 
per cent per annum higher than the highest rate applicable to dis- 
counts for member banks under the provisions of sections 13 and 13a 
of the Federal Reserve Act in effect at such Federal Reserve Bank. 
Such an advance must be evidenced by the promissory note of such 
member bank payable either (1) on a definite date not more than four 
months after the date of such advance, or (2) at the option of the 
holder on or before a definite date not more than four months after the 
date of such advance. 

(d) Kinds of collateral which may be used as security for advances 
under section 10(b) of the Federal Reserve Act.—A Federal Reserve 
Bank may accept as security for an advance made under the provisions 
of subsection (c) of this section assets of any of the classes enumerated 
below which are satisfactory to the Federal Reserve Bank, or paper 
secured by assets of such classes: 


(1) Assets which may be used as collateral security for ad- 
vances under subsection (a) of this section, entitled ‘““Advances on 
eligible paper”, or subsection (b) of this section, entitled ‘Ad- 
vances on Government obligations”; 

(2) Paper which would be eligible for discount or for purchase 
by Federal Reserve Banks except by reason of the fact that the 
period of its maturity is greater than that permitted for paper 


eligible for discount or purchase. 


“ However, under the provisions of the last paragraph of section 13 of the Federal Reserve 
Act, anv Federal Reserve Bank may make advances for periods not exceeding ninety days to 
individuals, partnerships, or corporations (ineluding banks) on their promissory notes secured by 
direct obligations of the United States at rates fixed for the purpose. 
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(3) Investment securities as defined by the Comptroller of the 
Currency pursuant to section 5136 of the Revised Statutes of the 
United States; 

(4) Obligations evidencing loans upon the security of stock 
which are made in conformity with the provisions of Regulation U; 

(5) Obligations insured under the provisions of Title I or 
Title II of the National Housing Act; 

(6) Debentures, bonds, or other such obligations issued by 
Federal Home Loan banks or issued under authority of the 
Federal Farm Loan Act, without regard to the maturity of any 
such obligations; 

(7) Bills, notes, revenue bonds, and warrants which constitute 
general obligations of any State or of any political subdivision 
thereof; 

(8) Obligations which are issued or drawn for the purpose of 
financing, refinancing, or carrying real estate and which comply 
substantially with the standards set forth in the reeommendations 
relating to real estate loans in the Appendix to this regulation; 

(9) Obligations which are issued or drawn for the purpose of 
financing or refinancing the sale of goods upon an installment basis 
and which comply substantially with the standards set forth in 
the recommendations relating to loans upon an installment basis 
in the Appendix to this regulation, and obligations of businesses 
principally engaged in extending credit’on such basis and in sub- 
stantial accordance with such standards. 


In addition, when in the judgment of the Federal Reserve Bank cir- 
cumstances make it advisable to do so, the Federal Reserve Bank may 
accept as security for an advance under subsection (c) of this section 
any assets other than those set forth above which are satisfactory to 
the Federal Reserve Bank. 


SECTION 38. GENERAT, REQUIREMENTS AS TO DISCOUNTS AND ADVANCES 


(a) Applications for discounts or advances.—Every application by 
a member bank for the discount of paper or for an advance to such 
bank must contain a certificate of such bank, in form to be prescribed 
by the Federal Reserve Bank, that the paper offered for discount or the 
security offered for the advance, as the case may be, has not been ac- 
quired from a nonmember bank (otherwise than in accordance with 
section 4 of this regulation) or, if so acquired, that the applying mem- 
ber bank has received permission from the Board of Governors of the 
Federal Reserve System to discount with the Federal Reserve Bank 
paper acquired from nonmember banks or to obtain advances from 
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the Federal Reserve Bank on security so acquired. Every such appli- 
cation shall also contain a notation by the member bank as to whether 
it has on file_a statement which adequately reflects the financial worth 
of a party primarily liable on the paper offered as security for an 
advance or for discount or of the person from whom the member bank 
acquired such paper if such person is legally liable thereon. Every 
application of a State member bank for the discount of paper must 
contain a certificate or guaranty to the effect that the borrower is not 
liable and will not be permitted to become liable to such bank for 
borrowed money during the time his paper is under discount with the 
Federal Reserve Bank in an amount greater than that which could be 
borrowed lawfully from such State bank were it a national bank. 

(6) Financial statements.—In order to determine whether paper 
offered for discount or security offered for an advance is eligible and 
acceptable, any Federal Reserve Bank may require that there be filed 
with it statements, or certified copies thereof, which adequately reflect 
the financial worth (1) of one or more parties to any note, draft, or bill 
of exchange offered for discount or to any obligation offered as security 
for an advance and (2) of any corporations or firms affliated with or 
subsidiary to such party or parties. A Federal Reserve Bank may in 
any case require such other information as it deems necessary. 

(c) Speculative use of credit by a member bank.—Each Federal 
Reserve Bank is required by law to keep itself informed of the general 
character and amount of the loans and investments of its member banks 
with a view to ascertaining whether undue use is being made of bank 
credit for the speculative carrying of or trading in securities, real 
estate, or commodities, or for any other purpose inconsistent with the 
maintenance of sound credit conditions; and, in determining whether 
to grant or refuse discounts or advances, the Federal Reserve Bank is 
required to give consideration to such information. Each Federal 
Reserve Bank may require such information from its member banks 
as it may deem necessary in order to determine whether such undue 
use of bank credit is being made. 

(d) Additional or marginal collateral.—tIn connection with any dis- 
count or advance under this regulation, a Federal Reserve Bank may 
require such additional or marginal collateral as it may deem advisable 
or necessary for its protection; and the requirements of this regula- 
tion with respect to collateral shall not be applicable to such additional} 
or marginal collateral. In any case in which additional or marginal 
collateral is required, it is expected that the Federal Reserve Bank in 
determining the amount will give due regard to the public welfare and 
the general effects that its action may have on the position of the 
member bank, on its depositors, and on the community; and in general 
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a Federal Reserve Bank should limit the amount of collateral it re- 
quires to the minimum consistent with safety. In any case where the 
amount of the assets of a member bank, at their reasonable value 
determined in a manner satisfactory to the Reserve Bank, required as 
collateral in connection with any discount or advance under the pro- 
visions of this regulation exceeds at the time of the discount or advance 
25 per cent of the amount of paper discounted or 125 per cent of the 
amount of the advance, as the case may be, the Federal Reserve Bank 
shall include an explanation of the facts and circumstances of the 
case in its loan schedule submitted to the Board of Governors of the 
Federal Reserve System. 

(e) Credit extended on security of obligations of the United States. 
—TIn any case in which the amount of an advance made by a Federal 
Reserve Bank in accordance with the provisions of this regulation on 
a member bank’s promissory note secured by direct obligations of the 
United States or obligations which are guaranteed both as to principal 
and interest by the United States is less than the face amount of such 
obligations, the Reserve Bank shall include an explanation of the facts 
and circumstances of the case in its loan schedule submitted to the 
Board of Governors of the Federal Reserve System. 


SECTION 4. PAPER ACQUIRED FROM NONMEMBER BANKS 


(a) Prohibition upon acceptance of nonmember bank paper.—Ex- 
cept with the permission of the Board of Governors of the Federal 
Reserve System, no Federal Reserve Bank shall discount or accept as 
security for an advance any assets acquired by a member bank from, 
or bearing the signature or indorsement of, a nonmember bank, except 
assets otherwise eligibte which were purchased by the offering bank 
on the open market or otherwise acquired in good faith and not for 
the purpose of obtaining credit for a nonmember bank. 

(b) Applications for permission.—An application for permission to 
discount paper acquired from nonmember banks or to use as security 
for advances assets acquired from nonmember banks shall be made 
by the member bank which desires to offer such paper for discount or 
such assets as security and shall state fully the facts which give rise to 
such application and the reasons why the applying member bank de- 
sires such permission. Such application shall be addressed to the 
Board of Governors of the Federal Reserve System but shall be sub- 
mitted by the member bank to the Federal Reserve Bank of the dis- 
trict, which will forward it promptly to the Board of Governors of the 
Federal Reserve System with its recommendation. 

(c) Paper acquired from Federal] Intermediate Credit banks.—The 
Board of Governors of the Federal Reserve System hereby grants per- 
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mission to Federal Reserve Banks to discount for member banks paper 
bearing the signature or indorsement of, or acquired from, Federal In- 
termediate Credit banks or to make advances to member banks upon 
the security of paper or assets bearing such a signature or indorsement 
or so acquired, if otherwise eligible under the law and this regulation. 


SECTION 5. DISCOUNTS FOR FEDERAL INTERMEDIATE CREDIT BANKS 


(a) Kinds and maturity of paper.—Any Federal Reserve Bank, 
under authority of section 13a of the Federal Reserve Act, may dis- 
count for any Federal Intermediate Credit bank (1) agricultural paper 
as defined in section 1 of this regulation, or (2) notes payable to such 
Federal Intermediate Credit bank covering loans or advances made by 
it pursuant to the provisions of section 202(a) of Title II of the Federal 
Farm Loan Act, which are secured by notes, drafts, or bills of exchange 
eligible for discount by Federal Reserve Banks. Any paper discounted 
for a Federal Intermediate Credit bank must bear the indorsement of 
such bank and must have a maturity at the time of discount of not 
more than nine months, exclusive of days of grace. 

(6) Limitations.—No Federal Reserve Bank shall discount for any 
Federal Intermediate Credit bank any paper which bears the indorse- 
ment of any nonmember State bank or trust company which is eligible 
for membership in the Federal Reserve System under the terms of 
section 9 of the Federal Reserve Act. In acting upon applications for 
the discount of paper for Federal Intermediate Credit banks, each 
Federal Reserve Bank shall give preference to the demands of its own 
member banks and shall have due regard to the probable future needs 
of its own member banks. Except with the permission of the Board of 
Governors of the Federal Reserve System, no Federal Reserve Bank 
shall discount paper for any Federal Intermediate Credit bank when 
its own reserves amount to less than 50 per cent of its own aggregate 
liabilities for deposits and Federal Reserve notes in actual circulation. 


SECTION 6. BANKERS’ ACCEPTANCES? 


(a) Definition—A banker’s acceptance within the meaning of this | 
regulation is a draft or bill of exchange, whether payable in the United 
States or abroad and whether payable in dollars or some other money, 
accepted by a bank or trust company, or a firm, person, company, or 
corporation engaged generally in the business of granting bankers’ 
acceptance credits. 

(b) Eligibility—Any Federal Reserve Bank may discount for any 
of its member banks any such banker’s acceptance bearing the indorse- 


7 For regulations governing the acceptance by member banks of drafts and bills of exchange 
drawn on. them, see Regulation C. 
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ment of a member bank and having a maturity at the time of discount 
not greater than that prescribed by subsection (c) of this section, 
which has been drawn under a credit opened for the purpose of con- 
ducting or settling accounts resulting from a transaction or transac- 
tions involving any one of the following: 


(1) The shipment of goods between the United States and 
any foreign country, or between the United States and any of its 
dependencies or insular possessions, or between dependencies or 
insular possessions and foreign countries, or between foreign coun- 
tries ;° 

(2) The shipment of goods within the United States, provided 
shipping documents conveying security title are attached at the 
time of acceptance; or 

(3) The storage in the United States or in any foreign country 
of readily marketable staples,® provided that the bill is secured 
at the time of acceptance by a warehouse, terminal, or other simi- 
lar receipt, conveying security title to such staples, issued by a 
party independent of the customer or issued by a grain elevator 
or warehouse company duly bonded and licensed and regularly 
inspected by State or Federal authorities with whom all receipts 
for such staples and all transfers thereof are registered and with- 
out whose consent no staples may be withdrawn; and provided 
further that the acceptor remains secured throughout the life of 
the acceptance. In the event that the goods must be withdrawn 
from storage prior to the maturity of the acceptance or the re- 
tirement of the credit, a trust receipt or other similar document 
covering the goods may be substituted in heu of the original docu- 
ment, provided that such substitution is conditioned upon a rea- 
sonably prompt liquidation of the credit. In order to insure com- 
pliance with this condition it should be required, when the original 
document is released, either (A) that the proceeds of the goods 
will be applied within a specified time toward a liquidation of the 
acceptance credit or (B) that a new document, similar to the 
original one, will be resubstituted within a specified time. 


Provided, That acceptances for any one customer in excess of 10 per 
cent of the capital and surplus of the accepting bank must remain 
actually secured throughout the life of the acceptance, and in the case 
of the acceptances of member banks this security must consist of 


SJIn accepting any draft or bill of exchange arising out of a shipment of the kind referred 
to in clause 1 of subsection (b)* of section 6 of this regulation, the accepting bank will he 
expected to obtain substantiating evidence as to the eligibility of the transaction underlying such 
draft or bill of exchange. 

® A readily marketable staple within the meaning of this reeulation means an article of com- 
merce, agriculture, or industry of such uses as to make it the subject of constant dealings in 
readv markets with such freauent quotations of price as to make (a) the price easily and 
definitely ascertainable and (b) the staple itself easy to realize upon by sale at any time. 
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shipping documents, warehouse receipts, or other such documents, or 
some other actual security growing out of the same transaction as the 
acceptance, such as documentary drafts, trade acceptances, terminal 
receipts, or trust receipts which have been issued under such cirecum- 
stances, and which cover goods of such a character, as to insure at all 
times a continuance of an effective and lawful lien in favor of the 
accepting bank, other trust receipts not being considered such actual 
security if they permit the customer to have access to or control over 
the goods. 

(c) Maturities—No such acceptance is eligible for discount which 
has a maturity at the time of discount in excess of ninety days’ sight, 
exclusive of days of grace, except that acceptances drawn for agri- 
cultural purposes and secured at the time of acceptance by warehouse 
receipts or other such documents conveying or securing title covering 
readily marketable staples may be discounted with maturities at the 
time of discount of not more than six months’ sight, exclusive of days 
of grace. Although a Federal Reserve Bank may legally discount an 
acceptance having a maturity at the time of discount not greater than 
that prescribed above in this subsection, an acceptance should not have 
a maturity which is in excess of the usual or customary period of credit 
required to finance the underlying transaction or which is in excess 
of the period reasonably necessary to finance such transaction. Since 
the purpose of permitting the acceptance of drafts secured by ware- 
house receipts or other such documents is to permit the temporary 
holding of readily marketable staples in storage pending a reasonably 
prompt sale, shipment, or distribution, no such acceptance should have 
a maturity in excess of the time ordinarily necessary to effect a rea- 
sonably prompt sale, shipment, or distribution into the process of 
manufacture or consumption. 

(d) Dollar exchange acceptances.—A Federal Reserve Bank may 
also discount any bill drawn by a bank or banker in a foreign coun- 
try or dependency or insular possession of the United States for the 
purpose of furnishing dollar exchange as provided in Regulation C, 
provided that it has a maturity at the time of discount of not more 
than three months, exclusive of days of grace. 

(e) Evidence of eligibility—A Federal Reserve Bank must be satis- 
fied, either by reference to the acceptance itself or otherwise, that the 
acceptance is eligible for discount under the terms of the law and the 
provisions of this regulation. The bill itself should be drawn so as 
to evidence the character of the underlying transaction, but if it is 
not so drawn evidence of eligibility may consist of a stamp or certifi- 
cate affixed by the acceptor in form satisfactory to the Federal Reserve 
Bank. 


APPENDIX 


Recommendations of the Board of Governors of the Federal Re- 
serve System as to the Minimum Standards Which Should Be 
Observed by Member Banks in Making Loans upon Real Estate 


While recognizing that requirements of individual banks in making 
loans for the purpose of financing or carrying real estate will vary 
according to the circumstances of particular transactions, the Board 
of Governors of the Federal Reserve System believes that certain 
minimum standards should be observed. Some of these standards 
are specifically required by law with respect to loans of national 
banks. Others are advisable as a matter of sound banking practice. 
The examiners for the Federal Reserve Banks should take such stand- 
ards into consideration in reviewing loans of State member banks, and 
Federal Reserve Banks in passing upon applications of member banks 
for credit accommodations supported by real estate loans should give 
preference to the acceptance as collateral of such loans as meet these 
standards. With these considerations in mind the Board recommends 
that member banks in making or acquiring real estate loans, other 
than those insured under Title II of the National Housing Act, apply 
the standards set forth below as minimum requirements: 


(1) Obligations issued or drawn for the purpose of financing, 
refinancing, or carrying real estate should be secured by first lien, 
evidenced by mortgage, trust deed, or other such instrument, upon 
improved real estate, including improved farm land and improved 
business and residential properties; 

(2) The amount of the loan or loans evidenced by such obliga- 
tions should not exceed 50 per cent of the appraised value of the 
real estate securing such loan or loans and no such loan should 
be for a longer term than five years, except that any such loan 
may be in an amount not exceeding 60 per cent of the appraised 
value of the real estate securing such loan and for a term not 
longer than ten years if the loan is secured by an amortized mort- 
gage, deed of trust, or other such instrument under the terms of 
which 40 per cent or more of the principal of the loan will be 
amortized within a period of not more than ten years by means 
of substantially equal monthly, quarterly, semiannual, or annual 
payments on principal with interest added or on principal and 
interest combined, and member banks should take reasonable 
steps to satisfy themselves that the payments and other require- 
ments of the obligations will be met in accordance with their 
terms; 

(3) There should be on file with the member bank with respect 
to such obhgations the following documents or properly certified 
or photostat copies thereof: 
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(a) an appraisal of the value of the real estate which has 
been made within a reasonable time before the obligation 
was acquired by the member bank (1) by one or more com- 
petent and experienced appraisers independent of the mem- 
ber bank who have no interest, direct or indirect, in the real 
estate, or (11) 1f the member bank maintains a separate real 
estate department, by one or more officers or employees who 
are regularly assigned to such department, who specialize 
in real estate appraisals and who have no interest, direct or 
indirect, in the real estate, or (111) by a committee appointed 
by the board of directors and consisting of not less than two 
members who are qualified for the purpose and have no in- 
terest, direct or indirect, in the real estate, and which ap- 
praisal contains, in addition to such other data as may be re- 
quired by the member bank, statements as to the purpose 
for which the real estate is used or is proposed to be used and 
the nature and amount of the income received therefrom; 

(b) an adequate description of the real estate, including 
the improvements ; 

(c) evidence of the title to the real estate in the form of a 
certificate of a title company, a title insurance policy, an 
opinion of a competent attorney, or other form satisfactory 
to the member bank; 

(d) satisfactory evidence that no taxes or assessments 
thereon are delinquent and that adequate insurance is car- 
ried; and 

(e) such other information and documents as the cireum- 
stances of the case may render advisable. 


Recommendations of the Board of Governors of the Federal Re- 
serve System as to the Minimum Standards for Installment 
Paper Used as Collateral Security for Advances to Member 


Banks 


While recognizing that requirements of individual banks in making 
loans for the purpose of financing or refinancing the sale of goods upon 
an installment basis will vary according to the circumstances of par- 
ticular transactions, the Board of Governors of the Federal Reserve 
System believes that certain minimum standards should be observed 
as a matter of sound banking practice. The examiners for the Federal 
Reserve Banks should take such standards into consideration in re- 
viewing loans of State member banks, and Federal Reserve Banks in 
passing upon applications of member banks for credit accommodations 
supported by obligations issued or drawn for the purpose of financing 
or refinancing the sale of goods upon an installment basis should give 
preference to the acceptance as collateral of such loans as meet these 
standards. With these considerations in mind, the Board recommends 
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that the standards set forth below be applied by all member banks as 
minimum requirements in making or acquiring such loans: 


(1) Obligations which are issued or drawn for the purpose of 
financing or refinancing the sale of goods upon an installment basis 
should be secured by first lien upon or retention of title to such 
eoods through a chattel mortgage, conditional sales contract, bail- 
ment lease, or other similar instrument, insuring at all times the 
continuance of an effective and lawful lien or retention of title in 
favor of the holder of such obligations; 

(2) The goods should be of such nature and the terms of the 
obligations should be such that in the event of the resale of the 
goods at any time during the life of the obligations it may reason- 
ably be expected that the sum realized will be substantially 
greater than that necessary to liquidate the amount of the obliga- 
tions then unpaid, including interest and all charges; and 

(3) Member banks should take reasonable steps to satisfy them- 
selves that the payments and other requirements of the obliga- 
tions will be met in accordance with their terms. 


STATUTORY PROVISIONS 
Section 4 of the Federal Reserve Act reads in part as follows: 


“Said board of directors shall administer the affairs of said 
bank fairly and impartially and without discrimination in favor 
of or against any member bank or banks and may, subject to the 
provisicns of law and the orders of the Board of Governors of the 
Federal Reserve System, extend to each member bank such dis- 
counts, advancements, and accommodations as may be safely and 
reasonably made with due regard for the claims and demands of 
other member banks, the maintenance of sound credit conditions, 
and the accommodation of commerce, industry, and agriculture. 
The Board of Governors of the Federal Reserve System may pre- 
scribe regulations further defining within the limitations of this 
Act the conditions under which discounts, advancements, and the 
accommodations may be extended to member banks. Each Fed- 
eral reserve bank shall keep itself informed of the general char- 
acter and amount of the loans and investments of its member 
banks with a view to ascertaining whether undue use is being 
made of bank credit for the speculative carrying of or trading in 
securities, real estate, or commodities, or for any other purpose 
inconsistent with the maintenance of sound credit conditions; and, 
in determining whether to grant or refuse advances, rediscounts 
or other credit accommodations, the Federal reserve bank shall 
give consideration to such information. The chairman of the 
Federal reserve bank shall report to the Board of Governors of 
the Federal Reserve System any such undue use of bank credit by 
any member bank, together with his recommendation. When- 
ever, in the judgment of the Board of Governors of the Federal 
Reserve System, any member bank is making such undue use of 
bank credit, the Board may, in its discretion, after reasonable 
notice and an opportunity for a hearing, suspend such bank from 
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the use of the credit facilities of the Federal Reserve System and 
may terminate such suspension or may renew it from time to time.” 


Section 9 of the Federal Reserve Act reads in part as follows: 


“Provided, however, That no Federal reserve bank shall be per- 
mitted to discount for any State bank or trust company notes, 
drafts, or bills of exchange of any one borrower who is liable for 
borrowed money to such State bank or trust company in an 
amount greater than that which could be borrowed lawfully from 
such State bank or trust company were it a national banking asso- 
ciation. The Federal reserve bank, as a condition of the discount 
of notes, drafts, and bills of exchange for such State bank or trust 
company, shall require a certificate or guaranty to the effect that 
the borrower is not liable to such bank in excess of the amount 
provided by this section, and will not be permitted to become liable 
in excess of this amount while such notes, drafts, or bills of ex- 
change are under discount with the Federal reserve bank.” 


Section 10(b) of the Federal Reserve Act reads as follows: 


“Sec. 10(b). Any Federal Reserve bank, under rules and regu- 
lations prescribed by the Board of Governors of the Federal Re- 
serve System, may make advances to any member bank on its time 
or demand notes having maturities of not more than four months 
and which are secured to the satisfaction of such Federal Reserve 
bank. Each such note shall bear interest at a rate not less than 
one-half of 1 per centum per annum higher than the highest dis- 
count rate in effect at such Federal Reserve bank on the date of 
such note.” 


Section 13 of the Federal Reserve Act reads in part as follows: 


“Upon the indorsement of any of its member banks, which shall 
be deemed a waiver of demand, notice and protest by such bank 
as to its own-indorsement exclusively, any Federal reserve bank 
may discount notes, drafts, and bills of exchange arising out of 
actual commercial transactions; that is, notes, drafts, and bills 
of exchange issued or drawn for agricultural, industrial, or com- 
mercial purposes, or the proceeds of which have been used, or are 
to be used, for such purposes, the Board of Governors of the 
Federal Reserve System to have the right to determine or define 
the character of the paper thus eligible for discount, within the 
meaning of this Act. Nothing in this Act contained shall be 
construed to prohibit such notes, drafts, and bills of exchange, 
secured by staple agricultural products, or other goods, wares, or 
merchandise from being eligible for such discount, and the notes, 
drafts, and bills of exchange of factors issued as such making 
advances exclusively to producers of staple agricultural products 
in their raw state shall be eligible for such discount; but such 
definition shall not include notes, drafts, or bills covering merely 
investments or issued or drawn for the purpose of carrying or 
trading in stocks, bonds, or other investment securities, except 
bonds and notes of the Government of the United States.* Notes, 





* Or Treasury bills or certificates of indebtedness. See act approved June 17, 1929 (46 Stat., 19), 
amending sec. 5 of Second Liberty Bond Act, approved Sept. 24, 1917 (40 Stat., 290). 
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drafts, and bills admitted to discount under the terms of this 
paragraph must have a maturity at the time of discount of not 
more than 90 days, exclusive of grace. 


% *% 


“Upon the indorsement of any of its member banks, which 
shall be deemed a waiver of demand, notice, and protest by such 
bank as to its own indorsement exclusively, and subject to regula- 
tions and limitations to be prescribed by the Board of Governors 
of the Federal Reserve System, any Federal reserve bank may 
discount or purchase bills of exchange payable at sight or on 
demand which grow out of the domestic shipment or the exporta- 
tion of nonperishable, readily marketable agricultural and other 
staples and are secured by bills of lading or other shipping docu- 
ments conveying or securing title to such staples: Provided, That 
all such bills of exchange shall be forwarded promptly for collec- 
tion, and demand for payment shall be made with reasonable 
promptness after the arrival of such staples at their destination: 
Provided further, That no such bill shall in any event be held by 
or for the account of a Federal reserve bank for a period in excess 
of ninety days. In discounting such bills Federal reserve banks 
may compute the interest to be deducted on the basis of the 
estimated life of each bill and adjust the discount after payment 
of such bills to conform to the actual life thereof. 

“The aggregate of notes, drafts, and bills upon which any 
person, copartnership, association, or corporation is lable as 
maker, acceptor, indorser, drawer, or guarantor, rediscounted for 
any member bank, shall at no time exceed the amount for which 
such person, copartnership, association, or corporation may law- 
fully become lable to a national banking association under the 
terms of section 5200 of the Revised Statutes, as amended: Pro- 
vided, however, That nothing in this paragraph shall be construed 
to change the character or class of paper now eligible for redis- 
count by Federal reserve banks. 

“Any Federal reserve bank may discount acceptances of the 
kinds hereinafter described, which have a maturity at the time of 
discount of not more than ninety days’ sight, exclusive of days of 
grace, and which are indorsed by at least one member bank: 
Provided, That such acceptances if drawn for an agricultural pur- 
pose and secured at the time of acceptance by warehouse receipts 
or other such documents conveying or securing title covering 
readily marketable staples may be discounted with a maturity at 
the time of discount of not more than six months’ sight exclusive of 
days of grace. 

“Any member bank may accept drafts or bills of exchange 

drawn upon it having not more than six months’ sight to run, ex- 
clusive of days of grace, which grow out of transactions involving 
the importation or exportation of goods; or which grow out of 
transactions involving the domestic shipment of goods provided 
shipping documents conveying or securing title are attached at 
the time of acceptance; or which are secured at the time of acceep- 
tance by a warchouse receipt or other such document conveying 
or securing title covering readily marketable staples. * * * 
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“Any Federal Reserve bank may make advances for periods 
not exceeding fifteen days to its member banks on their promis- 
sory notes secured by the deposit or pledge of bonds, notes, certifi- 
cates of indebtedness, or Treasury bills of the United States, or 
by the deposit or pledge of debentures or other such obligations 
of Federal intermediate credit banks which are eligible for pur- 
chase by Federal reserve banks under section 13(a) of this Act, 
or by the deposit or pledge of Federal Farm Mortgage Corporation 
bonds issued under the Federal Farm Mortgage Corporation Act, 
or by the deposit or pledge of bonds issued under the provisions 
of subsection (c) of Section 4 of the Home Owners’ Loan Act 
of 1933, as amended; and any Federal reserve bank may make 
advances for periods not exceeding ninety days to its member 
banks on their promissory notes secured by such notes, drafts, 
bills of exchange, or bankers’ acceptances as are eligible for re- 
discount or for purchase by Federal reserve banks under the pro- 
visions of this Act. All such advances shall be made at rates to 
be established by such Federal reserve banks, such rates to be 
subject to the review and determination of the Board of Governors 
of the Federal Reserve System. If any member bank to which any 
such advance has been made shall, during the life or continuance 
of such advance, and despite an official warning of the reserve bank 
of the district or of the Board of Governors of the Federal Reserve 
System to the contrary, increase its outstanding loans secured by 
collateral in the form of stocks, bonds, debentures, or other such 
obligations, or loans made to members of any organized stock 
exchange, investment house, or dealer in securities, upon any 
obligation, note, or bill, secured or unsecured, for the purpose of 
purchasing and/or carrying stocks, bonds, or other investment 
securities (except obligations of the United States) such advance 
shall be deemed immediately due and payable, and such member 
bank shall be-ineligible as a borrower at the reserve bank of the 
district under the provisions of this paragraph for such period as 
the Board of Governors of the Federal Reserve System shall de- 
termine: Provided, That no temporary carrying or clearance loans 
made solely for the purpose of facilitating the purchase or delivery 
of securities offered for public subscription shall be included in 
the loans referred to in this paragraph. 


“The discount and rediscount and the purchase and sale by any 
Federal reserve bank of any bills receivable and of domestic and 
foreign bills of exchange, and of acceptances authorized by this 
Act, shall be subject to such restrictions, limitations, and regula- 
tions as may be imposed by the Board of Governors of the Federal 
Reserve System. 

% % % hy rh 

“Any member bank may accept drafts or bills of exchange drawn 
upon it having not more than three months’ sight to run, exclusive 
of days of grace, drawn under regulations to be prescribed by the 
Board of Governors of the Federal Reserve System by banks or 
bankers in foreign countries or dependencies or insular possessions 
of the United States for the purpose of furnishing dollar exchange 
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as required by the usages of trade in the respective countries, 
dependencies, or insular possessions. Such drafts or bills may be 
acquired by Federal reserve banks in such amounts and subject 
to such regulations, restrictions, and limitations as may be pre- 
scribed by the Board of Governors of the Federal Reserve Sys- 
tem: * * * *,.” 


Section 13a of the Federal Reserve Act as amended reads in part 


as follows: 


“Upon the indorsement of any of its member banks, which shall 
be deemed a waiver of demand, notice, and protest by such bank 
as to its own indorsement exclusively, any Federal reserve bank 
may, subject to regulations and limitations to be prescribed by 
the Board of Governors of the Federal Reserve System, discount 
notes, drafts, and bills of exchange issued or drawn for an agricul- 
tural purpose, or based upon live stock, and having a maturity, 
at the time of discount, exclusive of days of grace, not exceeding 
HIMeeMONUs. 7 ete ae we 

“That any Federal reserve bank may, subject to regulations 
and limitations to be prescribed by the Board of Governors of 
the Federal Reserve System, rediscount such notes, drafts, and 
bills for any Federal Intermediate Credit Bank, except that no 
Federal reserve bank shall rediscount for a Federal Intermediate 
Credit Bank any such note or obligation which bears the indorse- 
ment of a nonmember State bank or trust company which is 
eligible for membership in the Federal reserve system, in accord- 
ance with section 9 of this Act. Any Federal reserve bank may 
also, subject to regulations and limitations to be prescribed by 
the Board of Governors of the Federal Reserve System, discount 
notes payable to and bearing the indorsement of any Federal 
intermediate credit bank covering loans or advances made by 
such bank pursuant to the provisions of section 202(a) of Title 
II of the Federal Farm Loan Act, as amended (U.8.C., Title 12, 
ch. 8, sec. 1031), which have maturities at the time of discount 
of not more than nine months, exclusive of days of grace, and 
which are secured by notes, drafts, or bills of exchange eligible 
for rediscount by Federal Reserve banks. 


% at * * a 


“Notes, drafts, bills of exchange or acceptances issued or drawn 
by cooperative marketing associations composed of producers of 
agricultural products shall be deemed to have been issued or 
drawn for an agricultural purpose, within the meaning of this sec- 
tion, if the proceeds thereof have been or are to be advanced by 
such association to any members thereof for an agricultural pur- 
pose, or have been or are to be used by such association in making 
payments to any members thereof on account of agricultural prod- 
ucts delivered by such members to the association, or if such 
proceeds have been or are to be used by such association to meet 
expenditures incurred or to be incurred by the association in con- 
nection with the grading, processing, packing, preparation for 
market, or marketing of any agricultural product handled by such 
association for any of its members: Provided, That the express 
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enumeration in this paragraph of certain classes of paper of co- 
operative marketing associations as eligible for rediscount shall 
not be construed as rendering ineligible any other class of paper 
of such associations which is now eligible for rediscount. 

“The Board of Governors of the Federal Reserve System may, 
by regulation, limit to a percentage of the assets of a Federal 
reserve bank the amount of notes, drafts, acceptances, or bills 
having a maturity in excess of three months, but not exceeding 
six months, exclusive of days of grace, which may be discounted 
by such bank, and the amount of notes, drafts, bills, or ac- 
ceptances having a maturity in excess of six months, but not ex- 
ceeding nine months, which may be rediscounted by such bank.” 


Section 19 of the Federal Reserve Act reads in part as follows: 


“e  * * No member bank shall act as the medjum or agent 


of a nonmember bank in applying for or receiving discounts from 
a Federal reserve bank under the provisions of this Act, except 
by permission of the Board of Governors of the Federal Reserve 
System.” 


Section 24 of the Federal Reserve Act reads in part as follows: 


“Loans made to finance the construction of residential or farm 
buildings and having maturities of not to exceed six months, 
whether or not secured by a mortgage or similar len on the real 
estate upon which the residential or farm building is being con- 
structed, shall not be considered as loans secured by real estate 
within the meaning of this section but shall be classed as ordinary 
commercial loans: Provided, That no national banking associa- 
tion shall invest in, or be liable on, any such loans in an ageregate 
amount in excess of 50 per centum of its actually paid-in and un- 
impaired capital. Notes representing such loans shall be eligible 
for discount as commercial paper within the terms of the second 
paragraph of section 13 of the Federal Reserve Act, as amended, 
if accompanied by a valid and binding agreement to advance the 
full amount of the loan upon the completion of the building 
entered into by an individual, partnership, association, or cor- 
poration acceptable to the discounting bank.” 


Section 5200 of the Revised Statutes of the United States reads as 
follows: 


“Sec. 5200. The total obligations to any national banking as- 
sociation of any person, copartnership, association, or corporation 
shall at no time exceed 10 per centum of the amount of the capital 
stock of such association actually paid in and unimpaired and 10 
per centum of its unimpaired surplus fund. The term ‘obliga- 
tions’ shall mean the direct hability of the maker or acceptor of 
paper discounted with or sold to such association and the ability 
of the indorser, drawer, or guarantor who obtains a loan from or 
discounts paper with or sells paper under his guaranty to such 
association and shall include in the case of obligations of a co- 
partnership or association the obligations of the several members 
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thereof and shall include in the case of obligations of a corpora- 
tion all obligations of all subsidiaries thereof in which such cor- 
poration owns or controls a majority interest. Such limitation 
of 10 per centum shall be subject to the following exceptions: 


“(1) Obligations in the form of drafts or bills of exchange 
drawn in good faith against actually existing values shall not be 
subject under this section to any limitation based upon such capi- 
tal and surplus. 

“(2) Obligations arising out of the discount of commercial or 
business paper actually owned by the person, copartnership, asso- 
ciation, or corporation negotiating the same shall not be subject 
under this section to any limitation based upon such capital and 
surplus. 

“(3) Obligations drawn in good faith against actually existing 
values and secured by goods or commodities in process of ship- 
ment shall not be subject under this section to any limitation 
based upon such capital and surplus. 

“(4) Oblgations as indorser or guarantor of notes, other than 
commercial or business paper excepted under (2) hereof, having 
a maturity of not more than six months, and owned by the person, 
corporation, association, or copartnership indorsing and nego- 
tiating the same, shall be subject under this section to a limitation 
of 15 per centum of such capital and surplus in addition to such 
10 per centum of such capital and surplus. 

“(5) Obligations in the form of banker’s acceptances of other 
banks of the kind described in section 13 of the Federal Reserve 
Act shall not be subject under this section to any limitation based 
upon such capital and surplus. 

(6) Obligations of any person, copartnership, association or 
corporation, in the form of notes or drafts secured by shipping 
documents, warehouse receipts or other such documents trans- 
ferring or securing title covering readily marketable nonperish- 
able staples when such property is fully covered by insurance, if 
it is customary to insure such staples, shall be subject under this 
section to a limitation of 15 per centum of such capital and sur- 
plus in addition to such 10 per centum of such capital and surplus 
when the market value of such staples securing such obligations 
is not at any time less than 115 per centum of the face amount of 
such obligation, and to an additional increase of limitation of 5 
per centum of such capital and surplus in addition to such 25 
per centum of such capital and surplus when the market value of 
such staples securing such additional obligation is not at any time 
less than 120 per centum of the face amount of such additional 
obligation, and to a further additional increase of limitation of 5 
per centum of such capital and surplus in addition to such 30 per 
centum of such capital and surplus when the market value of such 
staples securing such additional obligation is not at any time less 
than 125 per centum of the face amount of such additional obliga- 
tion, and to a further additional increase of limitation of 5 per 
centum of such capital and surplus in addition to such 35 per 
centum of such capital and surplus when the market value of such 
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staples securing such additional obligation is not at any time less 
than 130 per centum of the face amount of such additional obliga- 
tion, and to a further additional increase of limitation of 5 per 
centum of such capital and surplus in addition to such 40 per 
centum of such capital and surplus when the market value of such 
staples securing such additional obligation is not at any time less 
than 135 per centum of the face amount of such additional obliga- 
tion, and to a further additional increase of limitation of 5 per 
centum of such capital and surplus in addition to such 45 per 
centum of such capital and surplus when the market value of 
such staples securing such additional obligation is not at any time 
less than 140 per centum of the face amount of such additional 
obligation, but this exception shall not apply to obligations of any 
one person, copartnership, association or corporation arising from 
the same transactions and/or secured upon the identical staples 
for more than ten months. 

“(7) Obligations of any person, copartnership, association, or 
corporation in the form of notes or drafts secured by shipping 
documents or instruments transferring or securing title covering 
livestock or giving a len on livestock when the market value of 
the livestock securing the obligation is not at any time less than 
115 per centum of the face amount of the notes covered by such 
documents shall be subject under this section to a limitation of 
15 per centum of such capital and surplus in addition to such 
10 per centum of such capital and surplus. 

“(8) Obligations of any person, copartnership, association, or 
corporation in the form of notes secured by not less than a like 
amount of bonds or notes of the United States issued since April 
24, 1917, or certificates of indebtedness of the United States, 
Treasury bills of the United States, or obligations fully guaran- 
teed both as to principal and interest by the United States, shall 
(except to the extent permitted by rules and regulations pre- 
scribed by the-Comptroller of the Currency, with the approval of 
the Secretary of the Treasury) be subject under this section to 
a limitation of 15 per centum of such capital and surplus in addi- 
tion to such 10 per centum of such capital and surplus. 

(9) Obligations representing loans to any’ national banking 
association or to any banking institution organized under the laws 
of any State, or to any receiver, conservator, or superintendent 
of banks, or to any other agent, in charge of the business and 
property of any such association or banking institution, when 
such loans are approved by the Comptroller of the Currency, shall 
not be subject under this section to any limitation based upon 
such capital and surplus.” 
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TABULAR ANALYSIS OF SECTION 5200 oF THE REVISED STATUTES OF THE UNITED 
STATES PREPARED IN THE OFFICE OF THE COMPTROLLER OF THE CURRENCY 








OBLIGATIONS 
(See definition in section 5200 above) 

(A) Accommodation or straight loans, whether or not single 
name, including liability as endorser or guarantor (where 
endorser or guarantor receives the proceeds from bank) 
of paper not coming within exceptions 2 and 4. 

Loans secured by stocks, bonds, and authorized real estate 
LORE SES 











AMOUNTS LOANABLE 











Maximum limit, 10 per cent of bank’s 
paid up and unimpaired capital and 
surplus. 





(ly Draie or ‘‘bills of exchange Frown in good faith against 
actually existing values.” 


No limit imposed by law. 





(2) Commercial or business paper (of other makers) actually 
owned by the person, copartnership, association, or cor- 
poration negotiating the same. 


No limit imposed by law. 





(3) Obligations secured by goods or commodities in process of 
shipment. 


No. limit imposed by law. 








(4) Obligations as endorser or guarantor of notes (other than 
commercial or business paper) maturing within six 
months, owned by endorser. 





15 per cent in addition to 10 per cent 


Pa 











(5) Bankers’ acceptances of the kinds described in section 13 
of the Federal Reserve Act. 


No limit imposed by law. 





(6) Obligations secured by shipping documents, warehouse 
receipts, or other such documents, transferring or secur- 
ing title covering readily marketable nonperishable 
staples— 

(a) When the actual market value of the property is 
not at any time less than shown in table herewith. 

(b) When the property is fully covered by insurance 
(if customary to insure such commodity), and in 
no event shall this exception apply to obligations 
of any one customer arising from the same trans- 
actions and/or secured upon the identical staples 
for more than 10 months. 


15 per cent, secured by 115 per cent. 
5 per cent, secured by 120 per cent. 
5 per cent, secured by 125 per cent. 
5 per cent, secured by 130 per cent. 
5 per cent, secured by 135 per cent. 
5 per cent, secured by 140 per cent. 

40 per cent in addition to regular 10 

per cent loan (A 





(7) Obligations secured by shipping documents or instruments 
covering livestock or giving a lien thereon having a 
market value of not less than 115 per cent of the amount 
of the loan. 


15 per cent in addition to regular 10 
per cent Ican (A) 





(8) Notes secured by not less than a like face amount of bonds 
or notes of the United States issued since April 24, 1917, 
or by certificates of indebtedness of the United States, 
Treasury bills of the United States or obligations fully 
guaranteed by the United States as to principal and 
interest. 


15 per cent of bank’s capital and sur- 
plus, in addition to the amount al- 
lowed under (A), or if the full 
amount allowed under (A) is not 
loaned, then the amount which may 
be loaned in the manner described 
under (8) is increased by the loan- 
able amount not used under (A). 
In other words, the amount loaned 
under (A) must never be more than 
10 per cent, but the aggregate of 
(A) and (8) may equal, but not 
exceed, 25 per cent. 








(9) Loans to any bank or representative in charge of its busi- 
ee when approved by the Comptroller (Act May 20, 
Ne 


No limit. 
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BOARD OF GOVERNORS 
of the 
FEDERAL RESERVE SYSTEM 
a AMENDMENT OF REGULATION A 


(Effective September 21, 1942) 


DISCOUNTS FOR AND ADVANCES TO MEMBER BANKS 
BY FEDERAL RESERVE BANKS 


The Board of Governors has amended its Regulation A, 
effective September 21, 1942, by adding the following gsen- 
tence at the end of subsection (h) of section 1 thereof: 


“The requirement of this section of the Regulation 
that a note, draft or bill of exchange be negotiable 
shall not be applicable with respect to any note, 
draft or bill of exchange evidencing a loan which 
is in whole or in part the subject of a guarantee or 
commitment by the War Department, Navy Depart- 
ment, or United States Maritime Commission pur- 
suant to Executive Order No. 9112.” 
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DISCOUNTS FOR AND ADVANCES TO MEMBER 
BANKS BY FEDERAL RESERVE BANKS 


é IBR Any ae 
AMENDMENT TO REGULATION A (Cian iE 


YY 
Bell | 1946 
ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE S wr 


“SRSITY gg ILLing 


Subsection (b) of section 2 of Regulation A is amended effective 


March 20, 1942, to read as follows: 


(b) Advances on Government obligations.—Any Federal Reserve Bank 
may make advances, under authority of section 13 of the Federal Reserve 
Act, to any of its member banks for periods not exceeding ninety days® 
on the promissory note of such member bank secured by direct obliga- 
tions of the United States, and for periods not exceeding fifteen 
days on the promissory note of such member bank secured (1) by the 
deposit or pledge of debentures or other such obligations of Federal 
Intermediate Credit banks having maturities of not exceeding six 
months from the date of the advance, or (2) by the deposit or pledge 
of Federal Farm Mortgage Corporation bonds issued under the Federal 
Farm Mortgage Corporation Act and guaranteed both as to principal and 
interest. by the United States, or (3) by the deposit or pledge of 
Home Owners' Loan Corporation bonds issued under the provisions of 
subsection (c) of section (4) of the Home Owners' Loan Act of 1933, 
as amended, and guaranteed both as to principal and interest by the 
United States. : 

8 The eighth paragraph of section 13 of the Federal Reserve Act authorizes ad— 
vances to member banks for periods not exceeding fifteen days secured by bonds, 
notes, certificates of indebtedness, or Treasury bills of the United States. 
However, the last paragraph of section 13 authorizes any Federal Reserve Bank 
to make advances for periods not exceeding ninety days "to any individual, partner— 
ship or corporation" on the promissory notes of such individual, partnership or 


corporation secured by "direct obligations of the United States"; and the term 
"corporation" includes an incorporated bank. 
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BY FEDERAL RESERVE BANKS 


AMENDMENT TO REGULATION A 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


.) 


Subsection (h) of section 1 of Regulation A is amended, 
effective September 11, 1944, by changing the last sentence* 
thereof to read as follows: 


The requirement of this section of the regulation that a 
note, draft, or bill of exchange be negotiable shall not be 
applicable with respect to any note, draft, or bill of ex- 
change evidencing a loan which is in whole or in part the 
subject of a guarantee or commitment made pursuant to Execu- 
tive Order No. 9112 or the Contract Settlement Act of 1944. 


* This sentence was added to the Regulation in 1942 and consti- 
tutes the third sentence of subsection (h) of section 1. 
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DISCOUNTS FOR AND ADVANCES TO MEMBER 
BANKS BY FEDERAL RESERVE BANKS 


AMENDMENT TO REGULATION A 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective February 17, 1949, Regulation A is 


amended in the following respects: 


1. The last sentence* of subsection (h) of 


section 1 is amended to read as follows: 


The requirement of this section that a note be 
negotiable shall not be applicable with respect to 
any note evidencing a loan which is made pursuant 
to a commodity loan program of the Commodity 
Credit Corporation and which is subject to a 
commitment to purchase by the Commodity Credit 
Corporation. 


2. Subsection (a) of section 2 is amended by 


adding thereto a new sentence reading as follows: 


In the event notes which evidence loans made 
pursuant to a commodity loan program of the Com- 
modity Credit Corporation and which comply with 
the maturity requirements.of subsection (a) of 
section 1 of this regulation/have been deposited 
inapool of notes operated by the? Commodity Credit 
Corporation, the certificate. of interest issued 
by the Commodity Credit) Corporation, which evidences 
the deposit of such notes may be accepted as 
security for an advance made Ae a member bank 
under this subsection. 


*This sentence was added to the Regulation in 1942 and constitutes 
the third sentence of subsection (h) of section 1. 
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DISCOUNTS FOR AND ADVANCES TO MEMBER 
BANKS BY FEDERAL RESERVE BANKS 


AMENDMENTS TO REGULATION A 


ISSUED BY THE BoArD oF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


The last sentence of subsection (h) of section 1, which 
was added in 1942, was amended, effective March 21, 1951, to 


xX J read as follows: 


The requirement of this section that a note be negotiable 
shall not be applicable with respect to any note evidencing 
a loan which is made pursuant to a commodity loan program 
of the Commodity Credit Corporation and which is subject to 
a commitment to purchase by the Commodity Credit Corporation 
or with respect to any note evidencing a loan which is in 
Whole or in part the subject of a guarantee or commitment 
made pursuant to section 301 of the Defense Production Act 


of 1950. 


Subsection (a) of section 2 was amended, effective 
February 17, 1949, by adding thereto the following sentence: 


In the event notes which evidence loans made pursuant to a 
commodity loan program of the Commodity Credit Corporation 
and which comply with the maturity requirements of sub- 
section (a) of section 1 of this regulation have been de- 
posited in a pool of notes operated by the Commodity Credit 
Corporation, the certificate of interest issued by the 
Commodity Credit Corporation which evidences the deposit of 
such notes may be accepted as security for an advance made 
to a member bank under this subsection. 


Subsection (b) of section 2 was amended, effective 
March 20, 1942, to read as follows: 


(b) Advances on Government obligations.— Any Federal 
Reserve Bank may make advances, under authority of section 
13 of the Federal Reserve Act, to any of its member banks 


» 


) SEE 


for periods not exceeding ninety days® on the promissory 
note of such member bank secured by direct obligations of 
the United States, and for periods not exceeding fifteen 
days on the promissory note of such member bank secured 
(1) by the deposit or pledge of debentures or other such 
obligations of Federal Intermediate Credit banks having 
maturities of not exceeding six months from the date of the 
advance, or (2) by the deposit or pledge of Federal Farm 


Mortgage Corporation bonds issued under the Federal Farm, 


Mortgage Corporation Act and guaranteed both as to principal 
and interest by the United States, or (3) by the deposit or 
pledge of Home Owners' Loan Corporation bonds issued under 
the provisions of subsection (c) of section (4) of the Home 
Owners’ Loan Act of 1933, as amended, and guaranteed both 
as to principal and interest by the United States. 


the eighth paragraph of section 13 of the Federal Reserve Act 

authorizes advances to member banks for periods not exceeding 
fifteen days secured by bonds, notes, certificates of indebted- 
ness, or Treasury bills of the United States. However, the last 
paragraph of section 18 authorizes any Federal Reserve Bank to 
make advances for periods not exceeding ninety days "to any 
individual, partnership or corporation" on the promissory notes 
of such individual, partnership or corporation secured by "direct 
obligations of the United States"; and the term "corporation" 
includes an incorporated bank. 
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REGULATION A 


This regulation as printed herewith is in the form as revised 


effective February 15, 1955 
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In announcing the following revision of Regulation 
A, the Board of Governors stated: 


“While this revision of Regulation A makes 
certain changes in the language of the Regu- 
lation itself, the most important change is the 
revision of the foreword (General Principles) 
to Regulation A. The revised foreword is 
designed merely to restate and clarify certain 
guiding principles which are observed by the 
Federal Reserve Banks in making advances 
and discounts in accordance with the appli- 
cable provisions of the Federal Reserve Act 
and of Regulation A. The revision is not 
intended to further restrict or restrain access 
by member hanks to the credit facilities of 
the Federal Reserve Banks.” 


INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should 
be addressed to the Federal Reserve Bank of 
the district in which the inquiry arises. 
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FOREWORD TO REGULATION A 
GENERAL PRINCIPLES 


A principal function of the Federal Reserve Banks under the law 
is to provide credit assistance to member banks, through advances 
and discounts, in order to accommodate commerce, industry, and agri- 
culture. This function is administered in the light of the basic objec- 
tive which underlies all Federal Reserve credit policy, i.e., the advance- 
ment of the public interest by contributing to the greatest extent 
possible to economic stability and growth. 

The Federal Reserve System promotes this objective largely by 
influencing the availability and cost of credit through action affect- 
ing the volume and cost of reserves available to the member banks. 
Through open market operations and through changes in reserve 
requirements of member banks, the Federal Reserve may release or 
absorb reserve funds in accordance with the credit and monetary needs 
of the economy as a whole. An individual member bank may also 
obtain reserves by borrowing from its Federal Reserve Bank at a 
discount rate which is raised or lowered from time to time to adjust 
to the credit and economic situation. The effects of borrowing from 
the Federal Reserve Banks by individual member banks are not 
localized, as such borrowing adds to the supply of reserves of the 
banking system as a whole. Therefore, use of the borrowing facility 
by member banks has an important bearing on the effectiveness of 
System credit policy. 

Access to the Federal Reserve discount facilities is granted as a 
privilege of membership in the Federal Reserve System in the light 
of the following general guiding principles.* 

Federal Reserve credit is generally extended on a short-term basis 
to a member bank in order to enable it to adjust its asset position when 
necessary because of developments such as a sudden withdrawal of 
deposits.or seasonal requirements for credit beyond those which can 
reasonably be met by use of the bank’s own resources. Federal 
Reserve credit is also available for longer periods when necessary 
in order to assist member banks in meeting unusual situations, such 
as may result from national, regional, or local difficulties or from 
exceptional circumstances involving only particular member banks. 
Under ordinary conditions, the continuous use of Federal Reserve 
credit by a member bank over a considerable period of time is not 
regarded as appropriate. 





* These principles arise out of statutory and regulatory requirements. See 
especially paragraph 8 of section 4 of the Federal Reserve Act set forth at p. 10 
of the Appendix to this Regulation. 


In considering a request for credit accommodation, each Federal 
Reserve Bank gives due regard to the purpose of the credit and to 
its probable effects upon the maintenance of sound credit conditions, 
both as to the individual institution and the economy generally. It 
keeps informed of and takes into account the general character and 
amount of the loans and investments of the member bank. It con- 
siders whether the bank is borrowing principally for the purpose of 
obtaining a tax advantage or profiting from rate differentials and 
whether the bank is extending an undue amount of credit for the 
speculative carrying of or trading in securities, real estate, or com- 
modities, or otherwise. 

Appheations for Federal Reserve credit accommodation are con- 
sidered by a Federal Reserve Bank in the light of its best Judgment 
in conformity with the foregoing principles and with the provisions 


of the Federal Reserve Act and Regulation A. 
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REGULATION A 
Revised Effective February 15. 1955 


ADVANCES AND DISCOUNTS BY 
FEDERAL RESERVE BANKS 


SECTION 1. INTRODUCTION 


This Regulation is based upon and issued pursuant to various pro- 
visions of the Federal Reserve Act, the most important of which, to- 
gether with related provisions of law, are published in the Appendix 
hereto. The Regulation is applicable to the following forms of borrow- 
ing from a Federal Reserve Bank: (1) advances to member banks on 
their own notes secured (a) by direct obligations of the United States, 
by paper eligible for discount or purchase by Federal Reserve Banks, 
or by obligations of certain corporations owned by the United States, 

r (b) by other security which is satisfactory to the Federal Reserve 
Bank; (2) discounts for member banks of commercial, agricultural 
and industrial paper and bankers’ acceptances; and (38) discounts for 
Federal Intermediate Credit banks. 


SECTION 2. ADVANCES TO MEMBER BANKS 


(a) Advances on Government obligations.—Any Federal Reserve 
Bank may make advances, under authority of section 13 of the 
Federal Reserve Act, to any of its member banks for periods not 
exceeding fifteen days! on the promissory note of such member bank 
secured (1) by the deposit or pledge of bonds, notes, certificates of 
indebtedness, or Treasury bills of the United States, or (2) by the 
deposit or pledge of debentures or other such obligations of Federal 
Intermediate Credit banks having maturities of not exceeding six 
months from the date of the advance.” 

(6) Advances on eligible paper.—(1) Any Federal Reserve Bank 
may make advances, under authority of section 13 of the Federal 





Under the last paragraph of section 13 of the Federal Reserve Act, a Federal 
Reserve Bank has authority to make advances for periods not exceeding ninety 
days to individuals, partnership, and corporations (including member and non- 
member banks) on their promissory notes secured by direct obligations of the 
United States. However, advances to member banks on the security of direct 
obligations of the United States are normally for short periods of not exceeding 
fifteen days; and it is not the practice to make advances to others than member 
banks except in unusual or exigent circumstances. 

2Such advances may also be made on notes secured by the deposit or pledge 
of Federal Farm Mortgage Corporation bonds issued under the Federal Farm 
Mortgage Corporation Act. 
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Reserve Act, to any of its member banks for periods not exceeding 
ninety days* on the promissory note of such member bank secured 
by such notes, drafts, bills of exchange, or bankers’ acceptances as 
are eligible for discount by Federal Reserve Banks under the provi- 
sions of this Regulation or for purchase by such banks under the pro- 
visions of the Federal Reserve Act. 

(2) In the event notes which evidence loans made pursuant to 
a commodity loan program of the Commodity Credit Corporation 
and which comply with the maturity requirements of subsection (a) 
of section 3 of this Regulation have been deposited in a pool of 
notes operated by the Commodity Credit Corporation, the certificate 
of interest issued by the Commodity Credit Corporation which evi- 
dences the deposit of such notes may be accepted as security for 
an advance made to a member bank under this subsection. 

(c) Advances on other security under section 10(b) of the 
Federal Reserve Act.—Any Federal Reserve Bank may make ad- 
vances, under authority of section 10(b) of the Federal Reserve Act, 
to any of its member banks upon the latter’s promissory note secured 
to the satisfaction of such Federal Reserve Bank regardless of whether 
the collateral offered as security conforms to eligibility requirements 
under other provisions of this Regulation. The rate on advances made 
under the provisions of this subsection shall in no event be less than 
one-half of 1 per cent per annum higher than the highest rate appli- 
cable to discounts for member banks under the provisions of sections 
13 and 13a of the Federal Reserve Act in effect at such Federal Reserve 
Bank. Such an advance must be evidenced by the promissory note 
of such member bank payable either (1) on a definite date not more 
than four months after the date of such advance, or (2) at the option 
of the holder on or before a definite date not more than four months 
after the date of such advance. 


SECTION 3. DISCOUNT OF NOTES, DRAFTS AND BILLS FOR MEMBER BANKS , 


(a) Commercial, agricultural and industrial paper.—Any Fed- 
eral Reserve Bank may discount for any of its member banks, under 
authority of sections 18 and 13a of the Federal Reserve Act, any note, 
draft, or bill of exchange which meets the following requirements: 





* However, borrowings by member banks are generally for short periods. 


*Even though paper is not eligible for discount by a Federal Reserve Bank for 
a member bank under the provisions of this Regulation, it may be used as security 
for an advance by a Federal Reserve Bank to a member bank under the terms 
and conditions of subsection (c) of section 2 of this Regulation if it constitutes 
security satisfactory to the Federal Reserve Bank, 
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(1) It must be a negotiable note, draft, or bill of exchange, 
bearing the endorsement of a member bank, which has been issued 
or drawn, or the proceeds of which have been used or are to be 
used, in producing, purchasing, carrying or marketing goods” 
in one or more of the steps of the process of production, manu- 
facture, or distribution, or in meeting current operating expenses 
of a commercial, agricultural or industrial business, or for the 
purpose of carrying or trading in direct obligations of the United 
States (1.e., bonds, notes, Treasury bills or certificates of in- 
debtedness of the United States) ; 

(2) It must not be a note, draft, or bill of exchange the pro- 
ceeds of which have been used or are to be used for permanent 
or fixed investments of any kind, such as land, buildings or 
machinery, or for any other fixed capital purpose; 

(3) It must not be a note, draft, or bill of exchange the pro- 
ceeds of which have been used or are to be used for transactions of 
a purely speculative character or issued or drawn for the purpose 
of carrying or trading in stocks, bonds or other investment securi- 
ties except direct obligations of the United States (1.e., bonds, 
notes, Treasury bills or certificates of indebtedness of the United 
States) ; and 

(4) It must have a maturity at the time of discount of not 
exceeding ninety days, exclusive of days of grace, except that 
agricultural paper as defined below in this section of this Regu- 
lation may have a maturity of not exceeding nine months, ex- 
clusive of days of grace; but this requirement is not applicable 
with respect to bills of exchange payable at sight or on demand 
of the kind described in subsection (b) of this section. 


(6) Bills of exchange payable at sight or on demand.—Any 
Federal Reserve Bank may discount for any of its member banks, un- 
der authority of section 13 of the Federal Reserve Act, negotiable bills 
of exchange payable at sight or on demand which (1) bear the en- 
dorsement of a member bank, (2) grow out of the domestic shipment 
or the exportation of nonperishable, readily marketable staples,° and 
(3) are secured by bills of lading or other shipping documents con- 
veying or securing title to such staples. All such bills of exchange 
shall be forwarded promptly for collection, and demand for payment 


° As used in this Regulation the word “goods” shall be construed to inelude 
goods, wares, merchandise, or agricultural products, including livestock. 

°A readily marketable staple within the meaning of this Regulation means 
an article of commerce, agriculture, or industry of such uses as to make it the 
subject of constant dealings in ready markets with such frequent quotations of 
price as to make (a) the price easily and definitely ascertainable and (b) the staple 
itself easy to realize upon by sale at any time. 
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shall be made promptly, unless the drawer instructs that they be held 
until arrival of such staples at their destination, in which event they 
must be presented for payment within a reasonable time after notice 
of such arrival has been received. In no event shall any such bill 
be held by or for the account of a Federal Reserve Bank for a period 
in excess of ninety days. 

(c) Bankers’ Acceptances.—Any Federal Reserve Bank may dis- 
count for any of its member banks a banker’s acceptance’ which 
bears the endorsement of a member bank and (1) which grows out 
of transactions involving the importation or exportation of goods, the 
shipment of goods within the United States, or the storage of readily 
marketable staples,* as such transactions are more fully described 
in paragraphs (1), (2), and (38), respectively, of section 1(a) of the 
Board’s Regulation C ® or (2) which has been drawn by a bank or 
banker in a foreign country or dependency or insular possession of 
the United States for the purpose of furnishing dollar exchange as 
provided in section 2 of Regulation C; provided, that any such accept- 
ance shall have a maturity at the time of discount of not more than 
ninety days’ sight, exclusive of days of grace, except that an acceptance 
drawn for agricultural purposes and secured at the time of acceptance 
by warehouse receipts or other such documents conveying or securing 
title covering readily marketable staples may be discounted with a 
maturity at the time of discount of not more than six months’ sight, 
exclusive of days of grace; ?° and provided further, that acceptances 


“A banker’s acceptance within the meaning of this Regulation is a draft or bill 
of exchange, whether payable in the United States or abroad and whether payable 
in dollars or some other money, accepted by a bank or trust company or a firm, 
person, company, or corporation engaged generally in the business of granting 
bankers’ acceptance credits. 

“In the case of an acceptance growing out of the erie of readily marketable 
staples, the bill must be secured at the time of acceptance by a warehouse, termi- 
nal, or other similar receipt, conveying security title to such staples, issued by 
a party independent of the customer or issued by a grain elevator or warehouse 
company duly bonded and licensed and regularly inspected by State or Federal 
authorities with whom all receipts for such staples and all transfers thereof are 
registered and without whose consent no staples may be withdrawn; and the 
acceptor must remain secured throughout the life of the acceptance. If the goods 
are withdrawn from stcrage before maturity of the acceptance or retirement of the 
credit, a trust receipt or other similar document covering the goods may be substi- 
tuted in lieu of the original document, provided that such substitution is condi- 
tioned upon a reasonably prompt liquidation of the credit; and, to this end, 
it should be required, when the original document is released, either that the 
proceeds of the goods will be applied within a specified time toward a liquidation 
of the acceptance credit or that a new document, similar to the original one, will 
be resubstituted within a specified time. 

®* The bill itself should be drawn so as to evidence the character of the under- 
lying transaction, but if it is not so drawn evidence of eligibility may consist 
of a stamp or certificate affixed by the acceptor in form satisfactory to the 
Federal Reserve Bank. 

No acceptance discounted by a Federal Reserve Bank should have a maturity 
in excess of the usual or customary period of credit required to finance the under- 
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for any one customer in excess of ten per cent of the capital and sur- 
plus of the accepting bank must remain actually secured throughout 
the life of the acceptance." 

(d) Construction loans.—In addition to paper of the kinds speci- 
fied above, any Federal Reserve Bank may discount for any of its 
member banks, under authority of section 24 of the Federal Reserve 
Act, a negotiable note which (1) represents a loan made to finance 
the construction of a residential or a farm building whether or not 
secured by lien upon real estate, (2) is endorsed by such member bank, 
(3) 1s accompanied by a valid and binding agreement, entered into by 
a person ” acceptable to the discounting Federal Reserve Bank, re- 
quiring such person to advance the full amount of the loan upon the 
completion of the construction of such residential or farm building, and 
(4) matures not more than six months from the date such loan was 
made and not more than ninety days from the date of such discount 
by such Federal Reserve Bank, exclusive of days of grace. 

(e) Agricultural paper.—Agricultural paper, within the meaning 
of this Regulation, is a negotiable note, draft, or bill of exchange 
issued or drawn, or the proceeds of which have been or are to be 
used, for agricultural purposes, including the production of agricul- 
tural products, the marketing of agricultural products by the growers 
thereof, or the carrying of agricultural products by the growers thereof 
pending orderly marketing, and the breeding, raising, fattening, or 
marketing of livestock. 

(f) Paper of cooperative marketing associations.—Notes, drafts, 
bills of exchange, or acceptances issued or drawn by cooperative mar- 
keting associations composed of producers of agricultural products 
are deemed to have been issued or drawn for an agricultural purpose 
within the meaning of the foregoing definition of “agricultural paper,” 
if the proceeds thereof have been or are to be used by such association 
in making advances to any members thereof for an agricultural pur- 
pose, in making payments to any members thereof on account of 


lying transaction or of the period reasonably necessary to finance such transaction ; 
and no acceptance growing out of the storage of readily marketable staples should 
have a maturity in excess of the time ordinarily necessary to effect a reasonably 
prompt sale, shipment, or distribution into the process of manufacture or 
consumption. 

“In the case of the acceptances of member banks this security must consist 
of shipping documents, warehouse receipts, or other such documents, or some other 
actual security growing out of the same transaction as the acceptance, such as 
documentary drafts, trade acceptances, terminal receipts, or trust receipts which 
have been issued under such circumstances, and which cover goods of such a char- 
acter, as to insure at all times a continuance of an effective and lawful lien in favor 
of the accepting bank, other trust receipts not being considered such actual secu- 
rity if they permit the customer to have access to or control over the goods. 

” Such person may be the member bank offering the note for discount or any 
other individual, partnership, association or corporation. 
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agricultural products delivered by such members to the association, 
or to meet expenditures incurred or to be incurred by the association 
in connection with the grading, processing, packing, preparation for 
market, or marketing of any agricultural product handled by such 
association for any of its members. In addition, any other paper of 
such associations which complies with the applicable requirements of 
this Regulation may be discounted. Paper of cooperative marketing 
associations the proceeds of which have been or are to be used (1) to 
defray the expenses of organizing such associations, or (2) for the 
acquisition of warehouses, for the purchase or improvement of real 
estate, or for any other permanent or fixed investment of any kind, 
is not eligible for discount, even though such warehouses or other 
property is to be used exclusively in connection with the ordinary 
operations of the association. 

(g) Factors’ paper.—Notes, drafts, and bills of exchange of fac- 
tors issued as such for the purpose of making advances exclusively 
to producers of staple agricultural products in their raw state are 
eligible for discount with maturities not in excess of ninety days, 
exclusive of days of grace. 

(h) Collateral securing discounted paper.—Any note, draft, or 
bill of exchange eligible for discount is not rendered ineligible because 
it is secured by the pledge of goods or collateral of any nature, includ- 
ing paper ineligible for discount. 

(1) Determination of eligibility—(1) A Federal Reserve Bank 
shall take such steps as may be necessary to satisfy itself as to the 
eligibility of any paper offered for discount. Compliance of paper 
with the provisions of paragraph (2) of subsection (a) of this section 
may be evidenced by a statement which adequately reflects the bor- 
rower’s financial worth and evidences a reasonable excess of quick 
assets over current liabilities, or such compliance may be evidenced 
in any other manner satisfactory to the Federal Reserve Bank. 

(2) The requirement of this section that a note be negotiable shall 
not be applicable with respect to any note evidencing a loan which is 
made pursuant to a commodity loan program of the Commodity Credit 
Corporation and which is subject to a commitment to purchase by 
the Commodity Credit Corporation or with respect to any note evi- 
dencing a loan which is in whole or in part the subject of a guarantee 
or commitment made pursuant to section 301 of the Defense Produc- 
tion Act of 1950 as amended. 

(j) Limitations.—(1) The aggregate of notes, drafts, and bills 
upon which any person, copartnership, association, or corporation is 
liable as maker, acceptor, endorser, drawer, or guarantor, discounted 
for any member bank shall at no time execed the amount for which 
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such person, copartnership, association, or corporation may lawfully 
become liable to a national bank under the terms of section 5200 of 
the Revised Statutes of the United States, as amended.'® 

(2) The law forbids a Federal Reserve Bank to discount for any 
State member bank notes, drafts, or bills of exchange of any one 
borrower who is liable for borrowed money to such State member bank 
in an amount greater than that which could be borrowed lawfully 
from such State member bank were it a national bank. 


SECTION 4. GENERAL REQUIREMENTS AS TO ADVANCES AND DISCOUNTS 


(a) Applications for advances or discounts.——(1) Every appli- 
cation by a member bank for an advance to such bank or for the 
discount of paper must contain a certificate of such bank, in form to 
be prescribed by the Federal Reserve Bank, that the security offered 
for the advance or the paper offered for discount, as the case may 
be, has not been acquired from a nonmember bank (otherwise than 
in accordance with section 5 of this Regulation) or, if so acquired, 
that the applying member bank has received permission from the 
Board of Governors of the Federal Reserve System to obtain advances 
from the Federal Reserve Bank on security so acquired or to discount 
with the Federal Reserve Bank paper acquired from nonmember banks. 

(2) Every such application shall also contain a notation by the 
member bank as to whether it has on file a statement which ade- 
quately reflects the financial worth of a party primarily liable on 
the paper offered as security for an advance or for discount or of the 
person from whom the member bank acquired such paper if such 
person is legally liable thereon. 

(3) Every application of a State member bank for the discount 
of paper must contain a certificate or guaranty to the effect that the 
borrower is not liable and will not be permitted to become lable to 
such bank for borrowed money during the time his paper is under 
discount with the Federal Reserve Bank in an amount greater than 
that which could be borrowed lawfully from such State bank were 
it a national bank. 

(6) Financial statements.—In order to determine whether security 
offered for an advance or paper offered for discount is eligible and 
acceptable, any Federal Reserve Bank may require that there be filed 
with it statements, or certified copies thereof, which adequately reflect 
the financial worth (1) of one or more parties to any obligation 
offered as security for an advance or to any note, draft, or bill of 





% Section 5200 of the Revised Statutes of the United States is printed in the 
Appendix to this Regulation (page 15) 
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exchange offered for discount and (2) of any corporations or firms 
affiliated with or subsidiary to such party or parties. A Federal Re- 
serve Bank may in any case require such other information as it 
deems necessary. 

(c) Other information.—Each Federal Reserve Bank is required 
by law to keep itself informed of the general character and amount 
of the loans and investments of its member banks with a view to 
ascertaining whether undue use is being made of bank credit for the 
speculative carrying of or trading in securities, real estate, or com- 
modities, or for any other purpose inconsistent with the maintenance 
of sound credit conditions; and, in determining whether to grant or 
refuse advances or discounts, the Federal Reserve Bank is required 
to give consideration to such information. Each Federal Reserve 
Bank may require such information from its member banks as it 
may deem necessary in order to determine whether such undue use 
of bank credit is being made and whether the granting of any re- 
quested credit accommodation would be consistent with the general 
principles applicable to extensions of credit under this Regulation. 

(dq) Amount of collateral.—In connection with any advance or 
discount under this Regulation, a Federal Reserve Bank may require 
such collateral as it may deem advisable or necessary; but it is ex- 
pected that the Federal Reserve Bank in determining the amount 
of collateral will give due regard to the public welfare and the gen- 
eral effects that its action may have on the position of the member 
bank, on its depositors, and on the community; and in general a Fed- 
eral Reserve Bank should limit the amount of collateral it requires 
to the minimum consistent with safety. 


SECTION 5. PAPER ACQUIRED FROM NONMEMBER BANKS 


(a) Prohibition upon acceptance of nonmember bank paper.— 
Except with the permission of the Board of Governors of the Federal 
Reserve System, no Federal Reserve Bank shall accept as security 
for an advance or discount any assets acquired by a member bank 
from, or bearing the signature or endorsement of, a nonmember bank, 
except assets otherwise eligible which were purchased by the offering 
bank on the open market or otherwise acquired in good faith and not 
for the purpose of obtaining credit for a nonmember bank. 

(b) Applications for permission.—An application for permission 
to use as security for advances assets acquired from nonmember banks 
or to discount paper acquired from nonmember banks shall be made 
by the member bank which desires to offer such assets as security or 
such paper for discount and shall state fully the facts which give 
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rise to such application and the reasons why the applying member 
bank desires such permission. Such application shall be addressed 
to the Board of Governors of the Federal Reserve System but shall be 
submitted by the member bank to the Federal Reserve Bank of the 
district, which will forward it promptly to the Board of Governors 
of the Federal Reserve System with its recommendation. 

(c) Paper acquired from Federal Intermediate Credit banks.— 
The Board of Governors of the Federal Reserve System hereby grants 
permission to Federal Reserve Banks to make advances to member 
banks upon the security of paper or assets bearing the signature or 
endorsement of, or acquired from, Federal Intermediate Credit banks 
or to discount for member banks paper bearing such a signature or 
endorsement or so acquired, if otherwise eligible under the law and 
this Regulation. 


SECTION 6. DISCOUNTS FOR FEDERAL INTERMEDIATE CREDIT BANKS 


(a) Kinds and maturity of paper.—Any Federal Reserve Bank, 
under authority of section 13a of the Federal Reserve Act, may, with 
the permission of the Board of Governors, discount for any Federal 
Intermediate Credit bank (1) agricultural paper as defined in sec- 
tion 3 of this Regulation, or (2) notes payable to such Federal Inter- 
mediate Credit bank covering loans or advances made by it pursuant 
to the provisions of section 202(a) of Title II of the Federal Farm 
Loan Act, which are secured by notes, drafts, or bills of exchange eligi- 
ble for discount by Federal Reserve Banks. Any paper discounted 
for a Federal Intermediate Credit bank must bear the endorsement 
of such bank and must have a maturity at the time of discount of not 
more than nine months, exclusive of days of grace. 

(6) Limitations.—No Federal Reserve Bank shall discount for any 
Federal Intermediate Credit bank any paper which bears the endorse- 
ment of any nonmember State bank or trust company which is eligible 
for membership in the Federal Reserve System under the terms of 
section 9 of the Federal Reserve Act. In acting upon applications 
for the discount of paper for Federal Intermediate Credit banks, each 
Federal Reserve Bank shall give preference to the demands of its 
own member banks and shall have due regard to the probable future 
needs of its own member banks. 
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APPENDIX 
STATUTORY PROVISIONS 


Section 4 of the Federal Reserve Act reads in part as follows: 


“Said board of directors shall administer the affairs of said 
bank fairly and impartially and without discrimination in favor 
of or against any member bank or banks and may, subject to the 
provisions of law and the orders of the Board of Governors of the 
Federal Reserve System, extend to each member bank such dis- 
counts, advancements, and accommodations as may be safely and 
reasonably made with due regard for the claims and demands of 
other member banks, the maintenance of sound credit conditions, 
and the accommodation of commerce, industry, and agriculture. 
The Board of Governors of the Federal Reserve System may pre- 
scribe regulations further defining within the limitations of this 
Act the conditions under which discounts, advancements, and the 
accommodations may be extended to member banks. Each Fed- 
eral reserve bank shall keep itself informed of the general char- 
acter and amount of the loans and investments of its member 
banks with a view to ascertaining whether undue use is being 
made of bank credit for the speculative carrying of or trading in 
securities, real estate, or commodities, or for any other purpose 
inconsistent with the maintenance of sound eredit conditions; and, 
in determining whether to grant or refuse advances, rediscounts 
or other credit accommodations, the Federal reserve bank shall 
give consideration to such information. The chairman of the 
Federal reserve bank shall report to the Board of Governors of 
the Federal Reserve System any such undue use of bank credit by 
any member bank, together with his recommendation. When- 
ever, in the judgment of the Board of Governors of the Federal 
Reserve System, any member bank is making such undue use of 
bank credit, the Board may, in its discretion, after reasonable 
notice and an opportunity for a hearing, suspend such bank from 
the use of the credit facilities of the Federal Reserve System and 
may.terminate such suspension or may renew it from time to time.” 


Section 9 of the Federal Reserve Act reads in part as follows: 


“Provided, however, That no Federal reserve bank shall be per- 
mitted to discount for any State bank or trust company notes, 
drafts, or bills of exchange of any one borrower who is lable for 
borrowed money to such State bank or trust company in an 
amount greater than that which could be borrowed lawfully from 
such State bank or trust company were it a national banking asso- 
ciation. The Federal reserve bank, as a condition of the discount 
of notes, drafts, and bills of exchange for such State bank or trust 
company, shall require a certificate or guaranty to the effect that 
the borrower is not liable to such bank in excess of the amount 
provided by this section, and will not be permitted to become liable 
in excess of this amount while such notes, drafts, or bills of ex- 
change are under discount with the Federal reserve bank.” 
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Section 10(b) of the Federal Reserve Act reads as follows: 


“Sec. 10(b). Any Federal Reserve bank, under rules and regu- 
lations prescribed by the Board of Governors of the Federal Re- 
serve System, may make advances to any member bank on its time 
or demand notes having maturities of not more than four months 
and which are secured to the satisfaction of such Federal Reserve 
bank. Each such note shall bear interest at a rate not less than 
one-half of 1 per centum per annum higher than the highest dis- 
count rate in effect at such Federal Reserve bank on the date of 
such note.” 


Section 13 of the Federal Reserve Act reads in part as follows: 


“Upon the indorsement of any of its member banks, which shall 
be deemed a waiver of demand, notice and protest by such bank 
as to its own indorsement exclusively, any Federal reserve bank 
may discount notes, drafts, and bills of exchange arising out of 
actual commercial transactions; that is, notes, drafts, and bills 
of exchange issued or drawn for agricultural, industrial, or com- 
mercial purposes, or the proceeds of which have been used, or are 
to be used, for such purposes, the Board of Governors of the 
Federal Reserve System to have the right to determine or define 
the character of the paper thus eligible for discount, within the 
meaning of this Act. Nothing in this Act contained shall be 
construed to prohibit such notes, drafts, and bills of exchange, 
secured by staple agricultural products, or other goods, wares, or 
merchandise from being eligible for such discount, and the notes, 
drafts, and bills of exchange of factors issued as such making 
advances exclusively to producers of staple agricultural products 
in their raw state shall be eligible for such discount; but such 
definition shall not include notes, drafts, or bills covering merely 
investments or issued or drawn for the purpose of carrying or 
trading in stocks, bonds, or other investment securities, except 
bonds and notes of the Government of the United States.* Notes, 
drafts, and bills admitted to discount under the terms of this 
paragraph must have a maturity at the time of discount of not 
more than 90 days, exclusive of grace. 


* % # * * 


“Upon the indorsement of any of its member banks, which 
shall be deemed a waiver of demand, notice, and protest by such 
bank as to its own indorsement exclusively, and subject to regula- 
tions and limitations to be prescribed by the Board of Governors 
of the Federal Reserve System, any Federal reserve bank may 
discount or purchase bills of exchange payable at sight or on 
demand which grow out of the domestic shipment or the exporta- 
tion of nonperishable, readily marketable agricultural and other 
staples and are secured by bills of lading or other shipping docu- 
ments conveying or securing title to such staples: Provided, That 





* Or Treasury bills or certificates of indebtedness. See act approved June 17, 
1929 (46 Stat., 19), amending sec. 5 of Second Liberty Bond Act, approved 
Sept. 24, 1917 (40 Stat., 290). 
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all such bills of exchange shall be forwarded promptly for collec- 
tion, and demand for payment shall be made with reasonable 
promptness after the arrival of such staples at their destination: 
Provided further, That no such bill shall in any event be held by 
or for the account of a Federal reserve bank for a period in excess 
of ninety days. In discounting such bills Federal reserve banks 
may compute the interest to be deducted on the basis of the 
estimated life of each bill and adjust the discount after payment 
of such bills to conform to the actual life thereof. 

“The aggregate of notes, drafts, and bills upon which any 
person, copartnership, association, or corporation is liable as 
maker, acceptor, indorser, drawer, or guarantor, rediscounted for 
any member bank, shall at no time exceed the amount for which 
such person, copartnership, association, or corporation may law- 
fully become liable to a national banking association under the 
terms of section 5200 of the Revised Statutes, as amended: Pro- 
vided, however, That nothing in this paragraph shall be construed 
to change the character or class of paper now eligible for redis- 
count by Federal reserve banks. 

“Any Federal reserve bank may discount acceptances of the 
kinds hereinafter described, which have a maturity at the time of 
discount of not more than 90 days’ sight, exclusive of days of 
grace, and which are indorsed by at least one member bank: 
Provided, That such acceptances if drawn for an agricultural pur- 
pose and secured at the time of acceptance by warehouse receipts 
or other such documents conveying or securing title covering 
readily marketable staples may be discounted with a maturity at 
the time of discount of not more than six months’ sight exclusive of 
days of grace. 

“Any member bank may accept drafts or bills of exchange 
drawn upon it having not more than six months’ sight to run, ex- 
clusive of days of grace, which grow out of transactions involving 
the importation or exportation of goods; or which grow out of 
transactions involving the domestic shipment of goods provided 
shipping documents conveying or securing title are attached at 
the time of acceptance; or which are secured at the time of accept- 
ance by a warehouse receipt or other such document conveying 
or securing title covering readily marketable staples. * * * * 

“Any Federal reserve bank may make advances for periods 
not exceeding fifteen days to its member banks on their promis- 
sory notes secured by the deposit or pledge of bonds, notes, certifi- 
cates of indebtedness, or Treasury bills of the United States, or 
by the deposit or pledge of debentures or other such obligations 
of Federal intermediate credit banks which are eligible for pur- 
chase by Federal reserve banks under section 13(a) of this Act, 
or by the deposit or pledge of Federal Farm Mortgage Corporation 
bonds issued under the Federal Farm Mortgage Corporation Act, 
or by the deposit or pledge of bonds issued under the provisions 
of subsection (c) of section 4 of the Home Owners’ Loan Act 
of 1933, as amended, and any Federal reserve bank may make 
advances for periods not exceeding ninety days to its member 
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banks on their promissory notes secured by such notes, drafts, 
bills of exchange, or bankers’ acceptances as are eligible for re- 
discount or for purchase by Federal reserve banks under the pro- 
visions of this Act. All such advances shall be made at rates to 
be established by such Federal reserve banks, such rates to be 
subject to the review and determination of the Board of Governors 
of the Federal Reserve System. If any member bank to which any 
such advance has been made shall, during the life or continuance 
of such advance, and despite an official warning of the reserve bank 
of the district or of the Board of Governors of the Federal Reserve 
System to the contrary, increase its outstanding loans secured by 
collateral in the form of stocks, bonds, debentures, or other such 
obligations, or loans made to members of any organized stock 
exchange, investment house, or dealer in securities, upon any 
obligation, note, or bill, secured or unsecured, for the purpose of 
purchasing and/or carrying stocks, bonds, or other investment 
securities (except obligations of the United States) such advance 
shall be deemed immediately due and payable, and such member 
bank shall be ineligible as a borrower at the reserve bank of the 
district under the provisions of this paragraph for such period as 
the Board of Governors of the Federal Reserve System shall de- 
termine: Provided, That no temporary carrying or clearance loans 
made solely for the purpose of facilitating the purchase or delivery 
of securities offered for public subscription shall be included in 
the loans referred to in this paragraph. 


* * * * % 


“The discount and rediscount and the purchase and sale by any 
Federal reserve bank of any bills receivable and of domestic and 
foreign bills of exchange, and of acceptances authorized by this 
Act, shall be subject to such restrictions, limitations, and regula- 
tions as may be imposed by the Board of Governors of the Federal 


Reserve System. 
* % * % * 


“Any member bank may accept drafts or bills of exchange drawn 
upon it having not more than three months’ sight to run, exclusive 
of days of grace, drawn under regulations to be prescribed by the 
Board of Governors of the Federal Reserve System by banks or 
bankers in foreign countries or dependencies or insular possessions 
of the United States for the purpose of furnishing dollar exchange 
as required by the usages of trade in the respective countries, 
dependencies, or insular possessions. Such drafts or bills may be 
acquired by Federal reserve banks in such amounts and subject 
to such regulations, restrictions, and limitations as may be pre- 
scribed by the Board of Governors of the Federal Reserve Sys- 
tem: * # * # 

“Subject to such limitations, restrictions and regulations as 
the Board of Governors of the Federal Reserve System may pre- 
scribe, any Federal reserve bank may make advances to any 
individual, partnership or corporation on the promissory notes 
of such individual, partnership or corporation secured by direct 
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obligations of the United States. Such advances shall be made 
for periods not exceeding 90 days and shall bear interest at rates 
fixed from time to time by the Federal reserve bank, subject to 
the review and determination of the Board of Governors of 
the Federal Reserve System.” 


Section 13a of the Federal Reserve Act as amended reads in part 


as follows: 


“Upon the indorsement of any of its member banks, which shall 
be deemed a waiver of demand, notice, and protest by such bank 
as to its own indorsement exclusively, any Federal reserve bank 
may, subject to regulations and limitations to be prescribed by 
the Board of Governors of the Federal Reserve System, discount 
notes, drafts, and bills of exchange issued or drawn for an agri- 
cultural purpose, or based upon live stock, and having a maturity, 
at the time of discount, exclusive of days of grace, not exceeding 
Hive montis ach be ee 

“That any Federal reserve bank may, subject to regulations 
and limitations to be prescribed by the Board of Governors of 
the Federal Reserve System, rediscount such notes, drafts, and 
bills for any Federal Intermediate Credit Bank, except that no 
Federal reserve bank shall rediscount for a Federal Intermediate 
Credit Bank any such note or obligation which bears the indorse- 
ment of a nonmember State bank or trust company which is 
eligible for membership in the Federal reserve system, in accord- 
ance with section 9 of this Act. Any Federal reserve bank may 
also, subject to regulations and limitations to be prescribed by 
the Board of Governors of the Federal Reserve System, discount 
notes payable to and bearing the indorsement of any Federal 
intermediate credit bank, covering loans or advances made by 
such bank pursuant to the provisions of section 202(a) of Title 
II of the Federal Farm Loan Act, as amended (U.S.C., title 12, 
ch. 8, sec. 1031), which have maturities at the time of discount 
of not more than nine months, exclusive of days of grace, and 
which are secured by notes, drafts, or bills of exchange eligible 
for rediscount by Federal reserve banks. 


* % * * * 


“Notes, drafts, bills of exchange or acceptances issued or drawn 
by cooperative marketing associations composed of producers of 
agricultural products shall be deemed to have been issued or 
drawn for an agricultural purpose, within the meaning of this sec- 
tion, if the proceeds thereof have been or are to be advanced by 
such association to any members thereof for an agricultural pur- 
pose, or have been or are to be used by such association in making 
payments to any members thereof on account of agricultural prod- 
ucts delivered by such members to the association, or if such 
proceeds have been or are to be used by such association to meet 
expenditures incurred or to be incurred by the association in con- 
nection with the grading, processing, packing, preparation for 
market, or marketing of any agricultural product handled by such 
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association for any of its members: Provided, That the express 
enumeration in this paragraph of certain classes of paper of co- 
operative marketing associations as eligible for rediscount shall 
not be construed as rendering ineligible any other class of paper 
of such associations which is now eligible for rediscount. 

“The Board of Governors of the Federal Reserve System may, 
by regulation, limit to a percentage of the assets of a Federal 
reserve bank the amount of notes, drafts, acceptances, or bills 
having a maturity in excess of three months, but not exceeding 
six months, exclusive of days of grace, which may be discounted 
by such bank, and the amount of notes, drafts, bills, or ac- 
ceptances having a maturity in excess of six months, but not ex- 
ceeding nine months, which may be rediscounted by such bank.” 


Section 19 of the Federal Reserve Act reads in part as follows: 


os  * —* No member bank shall act as the medium or agent 
of a nonmember bank in applying for or receiving discounts from 
a Federal reserve bank under the provisions of this Act, except 
by permission of the Board of Governors of the Federal Reserve 
System.” 


Section 24 of the Federal Reserve Act reads in part as follows: 


“Loans made to finance the construction of residential or farm 
buildings and having maturities of not to exceed six months, 
whether or not secured by a mortgage or similar lien on the real 
estate upon which the residential or farm building is being con- 
structed, shall not be considered as loans secured by real estate 
within the meaning of this section but shall be classed as ordinary 
commercial loans: Provided, That no national banking associa- 
tion shall invest in, or be liable on, any such loans in an aggregate 
amount in excess of 50 per centum of its actually paid-in and un- 
impaired capital. Notes representing such loans shall be eligible 
for discount as commercial paper within the terms of the second 
paragraph of section 13 of the Federal Reserve Act, as amended, 
if accompanied by a valid and binding agreement to advance the 
full amount of the loan upon the completion of the building 
entered into by an individual, partnership, association, or cor- 
poration acceptable to the discounting bank.” 


Section 5200 of the Revised Statutes of the United States reads as 
follows: 


“Sec. 5200. The total obligations to any national banking as- 
sociation of any person, copartnership, association, or corporation 
shall at no time exceed 10 per centum of the amount of the capital 
stock of such association actually paid in and unimpaired and 10 
per centum of its unimpaired surplus fund. The term ‘obliga- 
tions’ shall mean the direct liability of the maker or acceptor of 
paper discounted with or sold to such association and the lability 
of the indorser, drawer, or guarantor who obtains a loan from or 
discounts paper with or sells paper under his guaranty to such 
association and shall include in the case of obligations of a co- 
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partnership or association the obligations of the several members 
thereof and shall include in the case of obligations of a corpora- 
tion all obligations of all subsidiaries thereof in which such cor- 
poration owns or controls a majority interest. Such limitation 
of 10 per centum shall be subject to the following exceptions: 


“(1) Obligations in the form of drafts or bills of exchange 
drawn in good faith against actually existing values shall not be 
subject under this section to any limitation based upon such eapi- 
tal and surplus. 

“(2) Obligations arising out of the discount of commercial or 
business paper actually owned by the person, copartnership, asso- 
ciation, or corporation negotiating the same shall not be subject 
under this section to any limitation based upon such capital and 
surplus. 

“(3) Obligations drawn in good faith against actually existing 
values and secured by goods or commodities in process of ship- 
ment shall not be subject under this section to any limitation 
based upon such capital and surplus. 

“(4) Obligations as indorser or guarantor of notes, other than 
commercial or business paper excepted under (2) hereof, having 
a maturity of not more than six months, and owned by the per- 
son, corporation, association, or copartnership indorsing and nego- 
tiating the same, shall be subject under this section to a limitation 
of 15 per centum of such capital and surplus in addition to such 
10 per centum of such capital and surplus. 

“(5) Obligations in the form of banker’s acceptances of other 
banks of the kind described in section 13 of the Federal Reserve 
Act shall not be subject under this section to any limitation based 
upon such capital and surplus. 

“(6) Obligations of any person, copartnership, association or 
corporation, in the form of notes or drafts secured by shipping 
documents, warehouse receipts or other such documents trans- 
ferring or securing title covering readily marketable nonperish- 
able staples when such property is fully covered by insurance, if 
it is customary to insure such staples, shall be subject under this 
section to a limitation of 15 per centum of such capital and sur- 
plus in addition to such 10 per centum of such capital and surplus 
when the market value of such staples securing such obligation 
is not at any time less than 115 per centum of the face amount of 
such obligation, and to an additional increase of limitation of 5 
per centum of such capital and surplus in addition to such 25 
per centum of such capital and surplus when the market value of 
such staples securing such additional obligation is not at anv time 
less than 120 per eentum of the face amount of such additional 
obligation, and to a further additional increase of limitation of 5 
per centum of such eapital and surplus in addition to such 30 per 
centum of such capital and surplus when the market value of such 
staples securing such additional obligation is not at any time less 
than 125 per centum of the face amount of such additional obliga- 
tion, and to a further additional increase of limitation of 5 per 
centum of such capital and surplus in addition to such 35 per 
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centum of such capital and surplus when the market value of such 
staples securing such additional obligation is not at any time less 
than 130 per centum of the face amount of such additional obliga- 
tion, and to a further additional increase of limitation of 5 per 
centum of such capital and surplus in addition to such 40 per 
centum of such capital and surplus when the market value of such 
staples securing such additional obligation is not at any time less 
than 135 per centum of the face amount of such additional obliga- 
tion, and to a further additional increase of limitation of 5 per 
eentum of such capital and surplus in addition to such 45 per 
eentum of such capital and surplus when the market value of 
such staples securing such additional obligation is not at any time 
less than 140 per centum of the face amount of such additional 
obligation, but this exception shall not apply to obligations of any 
one person, copartnership, association or corporation arising from 
the same transactions and/or secured upon the identical staples 
for more than ten months. 

“(7) Obligations of any person, copartnership, association, or 
corporation in the form of notes or drafts secured by shipping 
documents or instruments transferring or securing title covering 
livestock or giving a lien on livestock when the market value of 
the livestock securing the obligation is not at any time less than 
115 per centum of the face amount of the notes covered by such 
documents shall be subject under this section to a limitation of 
15 per centum of such capital and surplus in addition to such 
10 per centum of such capital and surplus. 

“(8) Obligations of any person, copartnership, association, or 
corporation in the form of notes secured by not less than a like 
amount of bonds or notes of the United States issued since April 
24, 1917, or certificates of indebtedness of the United States, 
Treasury bills of the United States, or obligations fully guaran- 
teed both as to principal and interest by the United States, shall 
(except to the extent permitted by rules and regulations pre- 
scribed by the Comptroller of the Currency, with the approval of 
the Secretary of the Treasury) be subject under this section to 
a limitation of 15 per centum of such capital and surplus in addi- 
- tion to such 10 per centum of such capital and surplus. 

“(9) Obligations representing loans to any national banking 
association or to any banking institution organized under the laws 
of any State, or to any receiver, conservator, or superintendent 
of banks, or to any other agent, in charge of the business and 
property of any such association or banking institution, when 
such loans are approved by the Comptroller of the Currency, shall 
not be subject under this section to any limitation based upon 
such capital and surplus. 

“(10) Obligations shall not be subject under this section to 
any limitation based upon such capital and surplus to the extent 
that such obligations are secured or covered by guaranties, or by 
commitments or agreements to take over or to purchase, made 
by any Federal Reserve hank or by the United States or any 
department, bureau, board, commission, or establishment of the 
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United States, including any corporation wholly owned directly 
or indirectly by the United States: Provided, That such guaran- 
ties, agreements, or commitments are unconditional and must be 
performed by payment of cash or its equivalent within sixty days 
after demand. The Comptroller of the Currency is hereby au- 
thorized to define the terms herein used if and when he may 
deem it necessary. 

“(11) Obligations of a local public agency (as defined in section 
110 (h) of the Housing Act of 1949) or of a public housing agency 
(as defined in the United States Housing Act of 1937, as amended) 
which have a maturity of not more than eighteen months shal] 
not be subject under this section to any limitation, if such obli- 
gations are secured by an agreement between the obligor agency 
and the Housing and Home Finance Administrator or the Publie 
Housing Administration in which the agency agrees to borrow 
from the Administrator or Administration, and the Administrator 
or Administration agrees to lend to the agency, prior to the ma- 
turity of such obligations, monies in an amount which (together 
with any other monies irrevocably committed to the payment 
of interest on such obligations) will suffice to pay the principal of 
such obligations with interest to maturity, which monies under 
the terms of said agreement are required to be used for that 
purpose.” 


, 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


ADVANCES AND DISCOUNTS BY FEDERAL 
RESERVE BANKS 


AMENDMENT TO REGULATION A 


Effective November 13, 1968, section 201.2 (b) is revoked and 
sections 201.1 and 201.2 (a) are amended to read as follows: 


SECTION 201.1—INTRODUCTION 


This part is issued under section 13 and other provisions of 
the Federal Reserve Act and relates to extensions of credit by 
Federal Reserve Banks. 


SECTION 201.2—ADVANCES TO MEMBER BANKS 


(a) Advances on obligations or eligible paper.—Reserve 
Banks may make advances to member banks for not more than 
90 days if secured by (1) obligations or other paper eligible un- 
der the Federal Reserve Act for discount or purchase by Re- 
serve Banks or (2) certificates of interest issued by the Com- 
modity Credit Corporation in a pool of notes with maturities of 
not more than nine months evidencing loans made by the Corpora- 
tion pursuant to a commodity loan program. 


(b) [Revoked] 


* * % 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


ADVANCES AND DISCOUNTS BY 
FEDERAL RESERVE BANKS 


) AMENDMENT TO REGULATION A 


Effective April 4, 1969, section 201.2(a) is amended to read as 
follows: 


SECTION 201.2—ADVANCES TO MEMBER BANKS 


(a) Advances on obligations or eligible paper.—Reserve Banks may 
make advances to member banks for not more than 90 days if secured 
by obligations or other paper eligible under the Federal Reserve Act for 
discount or purchase by Reserve Banks. 
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FEDERAL RESERVE BOARD 


OPEN MARKET PURCHASES OF 
BILLS OF EXCHANGE, TRADE ACCEPTANCES 
oy AND BANKERS’ ACCEPTANCES 
i UNDER SECTION 14 


REGULATION B 


This Regulation has, since July 10, 1923, been continuously in 
effect in the form printed herewith and is still in effect in 
such form on the date of this reprint, May 15, 1930 
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REGULATION B, SERIES OF 1928 


(Superseding Regulation B of 1924) 


OPEN MARKET PURCHASES OF BILLS OF EXCHANGE, 
> TRADE ACCEPTANCES, AND BANKERS’ ACCEPTANCES 
ial UNDER SECTION 14 


SECTION I. GENERAL STATUTORY PROVISIONS 


Section 14 of the Federal reserve act provides that, under rules and 
regulations to be prescribed by the Federal Reserve Board, Federal 
reserve banks may purchase and sell in the open market, at home or 
abroad, from or to domestic or foreign banks, firms, corporations, or 
individuals, bills of exchange of the kinds and maturities made 
eligible by the act for discount and bankers’ acceptances, with or 
without the indorsement of a member bank. 


SECTION II. GENERAL CHARACTER OF BILLS AND ACCEPTANCES ELIGIBLE 


The Federal Reserve Board, exercising its statutory right to regu- 
late the purchase of bills of exchange and acceptances, prescribes 
that— 


(a) Any banker’s acceptance or bill of exchange which is 
eligible for discount under the terms of Regulation A is eligible 
for purchase by Federal reserve banks in the open market, with 
or without the indorsement of a member bank, if— 

(1) It has been accepted by the drawee prior to pur- 
chase; or 

(2) It is accompanied or secured by shipping documents 
or by warehouse, terminal, or other similar receipts convey- 
ing security title; or 

(3) It bears a satisfactory bank indorsement; 

(6) A banker’s acceptance growing out of a transaction in- 
volving the importation or exportation of goods may be pur- 
chased if it has a maturity not in excess of six months, exclusive 
of days of grace, provided that it conforms in other respects to 
the applicable requirements of Regulation A; and 

| (c) A banker’s acceptance growing out of a transaction in- 
volving the storage within the United States of goods actually 
under contract for sale and not yet delivered or paid for may be 
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purchased, provided that the acceptor is secured by the pledge of 
such goods, and provided further, that the acceptance conforms 
in other respects to the applicable requirements of Regulation A. 


SECTION III. STATEMENTS 


A bill of exchange, unless indorsed by a member bank, is not 
eligible for purchase until a satisfactory statement has been fur- 
nished of the financial condition of one or more of the parties thereto. 

A banker’s acceptance, unless accepted or indorsed by a member 
bank, is not eligible for purchase until the acceptor has furnished a 
satisfactory statement of its financial condition in.form to be ap- 
proved by the Federal reserve bank and has agreed in writing with 
a Federal reserve bank to inform it upon request concerning the 
transaction underlying the acceptance. 
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FEDERAL RESERVE BOARD 


OPEN MARKET PURCHASES OF 
BILLS OF EXCHANGE, TRADE ACCEPTANCES 
AND BANKERS’ ACCEPTANCES 

UNDER SECTION 14 
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This Regulation has, since July 10, 1923, been continuously in 
effect in the form printed herewith and is still in effect in 
such form on the date of this reprint, May 15, 1930 
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REGULATION B, SERIES OF 1928 


(Superseding Regulation B of 1924) 


OPEN MARKET PURCHASES OF BILLS OF EXCHANGE, 
TRADE ACCEPTANCES, AND BANKERS’ ACCEPTANCES 
: UNDER SECTION 14 


SECTION I. GENERAL STATUTORY PROVISIONS 


Section 14 of the Federal reserve act provides that, under rules and 
regulations to be prescribed by the Federal Reserve Board, Federal 
reserve banks may purchase and sell in the open market, at home or 
abroad, from or to domestic or foreign banks, firms, corporations, or 
individuals, bills of exchange of the kinds and maturities made 
eligible by the act for discount and bankers’ acceptances, with or 
without the indorsement of a member bank. 


SECTION II. GENERAL CHARACTER OF BILLS AND ACCEPTANCES ELIGIBLE 


The Federal Reserve Board, exercising its statutory right to regu- 
late the purchase of bills of exchange and acceptances, prescribes 
that— 


(a) Any banker’s acceptance or bill of exchange which is 
eligible for discount under the terms of Regulation A is eligible 
for purchase by Federal reserve banks in the open market, with 
or without the indorsement of a member bank, if— 

(1) It has been accepted by the drawee prior to pur- 
chase; or 

(2) It is accompanied or secured by shipping documents 
or by warehouse, terminal, or other similar receipts convey- 
ing security title; or 

(3) It bears a satisfactory bank indorsement; 

(6) A banker’s acceptance growing out of a transaction in- 
volving the importation or exportation of goods may be pur- 
chased if it has a maturity not in excess of six months, exclusive 
of days of grace, provided that it conforms in other respects to 
the applicable requirements of Regulation A; and 

(c) A banker’s acceptance growing out of a transaction in- 

/ volving the storage within the United States of goods actually 
under contract for sale and not yet delivered or paid for may be 
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purchased, provided that the acceptor is secured by the pledge of 
such goods, and provided further, that the acceptance conforms 
in other respects to the applicable requirements of Regulation A. 


SECTION III. STATEMENTS 


A bill of exchange, unless indorsed by a member bank, is not 
eligible for purchase until a satisfactory statement has been fur- 
nished of the financial condition of one or more of the parties thereto. 

A banker’s acceptance, unless accepted or indorsed by a member 
bank, is not eligible for purchase until the acceptor has furnished a 
satisfactory statement of its financial condition in. form to be ap- 
proved by the Federal reserve bank and has agreed in writing with 
a Federal reserve bank to inform it upon request concerning the 
transaction underlying the acceptance. 
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REGULATION C 


This Regulation has, since July 10, 1923, been continuously 
in effect in substantially the form printed herewith and is still 
in effect in such form on the date of this reprint, May 15, 1930 
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REGULATION C, SHRIES OF 1928 


(Superseding Regulation O of 1924) 


ACCEPTANCE BY MEMBER BANKS OF DRAFTS AND BILLS 
OF EXCHANGE}? 


ARTICLE A 


ACCEPTANCE OF Drarrs or Biuts or ExcHanan Drawn AGAINST 
Domestic or Foreign SHIPMENTS oF Goops or SECURED BY 
WareHousst Recerpts Coverina Reapiry Markeraslte Srapyes. 


SECTION I. STATUTORY PROVISIONS 


Under the provisions of the sixth paragraph of section 18 of the 
Federal reserve act, as amended, any member bank may accept drafts. 
or bills of exchange drawn upon it, having not more than six months’ 
sight to run, exclusive of days of grace, which grow out of transac- 
tions involving the importation or exportation of goods; or which 
grow out of transactions involving the domestic shipment of goods, 
provided shipping documents conveying or securing title are attached 
at the time of acceptange; or which are secured at the time of accept- 
ance by a warehouse receipt or other such document conveying or 
securing title covering readily marketable staples. This paragraph 
limits the amount which any bank shall accept for any one person, 
company, firm, or corporation, whether in a foreign or domestic 
transaction, to an amount not exceeding at any time, in the aggregate, 
more than 10 per cent of its paid-up and unimpaired capital stock 
and surplus. This limit, however, does not apply in any case where 
the accepting bank remains secured either by attached documents. 
or by some other actual security growing out of the same transaction 
as the acceptance. A trust receipt which permits the customer to 
have access to or control over the goods will not be considered by 
Federal reserve banks to be “ actual security ” within the meaning 
of section 18. A bill of lading draft, however, is “actual security * 





1¥For regulations governing the rediscount of bankers’ acceptances by Federal reserve 
banks, see Regulation A, Article B. 

2A readily marketable staple within the meaning of these regulations may be defined 
as an article of commerce, agriculture, or industry of such uses as to make it the subject 
of constant dealings in ready markets with such frequent quotations of price as to make 
(a) the price easily and definitely ascertainable, and (b) the staple itself easy to realize 
upon by sale at any time, 
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even after the documents have been released, provided that the 
draft is accepted by the drawee upon or before the surrender of the 
documents. The law also provides that any bank may accept 
such bills up to an amount not exceeding at any time, in the aggregate, 
more than one-half of its paid-up and unimpaired capital stock and 
surplus; or, with the approval of the Federal Reserve Board, up to an 
amount not exceeding at any time, in the aggregate, more than 100 
per cent of its paid-up and unimpaired capital stock and surplus. 
In no event, however, shall the aggregate amount of acceptances 
growing out of domestic transactions exceed 50 per cent of such 
capital stock and surplus. 


SECTION II. REGULATIONS 


(1) Under the provisions of the law referred to above the Federal 
Reserve Board has determined that any member bank, having an 
unimpaired surplus equal to at least 20 per cent of its paid-up capital, 
which desires to accept drafts or bills of exchange drawn for the 
purposes described above, up to an amount not exceeding at any 
time, in the aggregate, 100 per cent of its paid-up and unimpaired 
capital stock and surplus, may file an application for that purpose 
with the Federal Reserve Board. Such application must be for- 
warded through the Federal reserve bank of the district in which 
the applying bank is located. 

(2) The Federal reserve bank shall report to the Federal Reserve 
Board upon the standiug of the applying bank, stating whether the 
business and banking conditions prevailing in its district warrant 
the granting of such application. 

(3) The approval of any such application may be rescinded upon 
90 days’ notice to the bank affected. 


ARTICLE B 


ACCEPTANCE OF Drarrs or Britis oF ExcHANGE DRAWN FOR THE 
Purpose OF CREATING DoLtuaR EXxcHANGE 


SECTION III. STATUTORY PROVISIONS 


Section 13 of the Federal reserve act also provides that any member 
bank may accept drafts or bills of exchange drawn upon it having 
not more than three months’ sight to run, exclusive of days of grace, 
drawn, under regulations to be prescribed by the Federal Reserve 
Board, by banks or bankers in foreign countries or dependencies or 
insular possessions of the United States for the purpose of furnishing 
dollar exchange as required by the usages of trade in the respective 
countries, dependencies, or insular possessions, 
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No member bank shall accept such drafts or bills of exchange for 
any one bank to an amount exceeding in the aggregate 10 per cent 
of the paid-up and unimpaired capital and surplus of the accepting 
bank unless the draft or bill of exchange is accompanied by docu- 
ments conveying or securing title or by some other adequate security. 
No member bank shall accept such drafts or bills in an amount exceed- 
ing at any time in the aggregate one-half of its paid-up and unim- 
paired capital and surplus. This 50 per cent limit is separate and 
distinct from and not included in the limits placed upon the accept- 
ance of drafts and bills of exchange as described under Article A 
of this regulation. 


SECTION IV. REGULATIONS 


Any member bank desiring to accept drafts drawn by banks or 
bankers in foreign countries or dependencies or insular possessions of 
the United States for the purpose of furnishing dollar exchange shall 
first make an application to the Federal Reserve Board setting forth 
the usages of trade in the respective countries, dependencies, or 
insular possesisons in which such banks or bankers are located. 

If the Federal Reserve Board should determine that the usages of 
trade in such countries, dependencies, or possessions require the grant- 
ing of the acceptance facilities applied for, it will notify the applying 
bank of its approval and will also publish in the Federal Reserve 
Bulletin the name or names of those countries, dependencies, or 
possessions in which banks or bankers are authorized to draw on 
member banks whose applications have been approved for the pur- 
pose of furnishing dollar exchange. 

The Federal Reserve Board reserves the right to modify or on 90 
days’ notice to revoke its approval either as to any particular member 
bank or as to any foreign country or dependency or insular possession 
of the United States in which it has authorized banks or bankers to 
draw on member banks for the purpose of furnishing dollar exchange. 
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REGULATION C 


As Revised Effective August 31, 1946 
¥HF LIBRARY 4° FRE 


NOV 18 1946 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed 
to the Federal Reserve Bank or Federal 
Reserve branch bank of the district 
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REGULATION C 


Revised Effective August 31, 1946 
(Superseding Regulation C, Series of 1928) 


ACCEPTANCE BY MEMBER BANKS OF DRAFTS 
OR BILLS OF EXCHANGE 


Introduction 


This Regulation is based upon and issued pursuant to various pro- 
visions of the Federal Reserve Act, particularly the provisions of the 
seventh and twelfth paragraphs of section 13 of such Act, the texts 
of which are published in the appendix hereto. The Regulation 
relates to the acceptance by member banks of drafts or bills of 
exchange. Provisions governing the eligibility of bankers’ acceptances 
of member banks for discount by the Federal Reserve Banks are 
contained in Regulation A; and provisions governing the purchase 
of bankers’ acceptances by the Federal Reserve Banks are contained 
in Regulation B. 


SECTION 1. ACCEPTANCE OF COMMERCIAL DRAFTS OR BILLS 


(a) Authority—Any member bank may accept drafts or bills of 
exchange drawn upon it which grow out of any of the following 
transactions (hereinafter referred to as “commercial drafts or bills’): 


(1) The importation or exportation of goods, that is, the ship- 
ment of goods between the United States and any foreign country, 
or between the United States and any of its dependencies or insular 
possessions, or between dependencies or insular possessions and 
foreign countries, or between foreign countries; * 

(2) The shipment of goods within the United States, provided 
shipping documents conveying or securing title are attached or 
are in the physical possession of the accepting bank or its agent 
at the time of acceptance; 

(3) The storage in the United States or in any foreign country 
of readily marketable staples,? provided that the draft or bill of 
exchange is secured at the time of acceptance by a warehouse 
receipt or other such document conveying or securing title cover- 
ing such readily marketable staples.® 


1A member bank accepting anv commercial draft or bill growing out of a transaction of the kinds 
described in subsection (a)(1) of section 1 will be expected to obtain before acceptance and retain 
in its files satisfactory evidence, documentary or otherwise, showing the nature of the transactions 
underlying the credit extended. 

2 A readily marketable staple within the meanimg of this Regulation means an article of com- 
merce, agriculture, or industry, of such uses as to make it the subject of constant dealings in 
ready markets with such frequent quotations of price as to make (a) the price easily and definitely 
ascertainable, and (b) the staple itself easy to realize upon by sale at any time. é 

3It should be noted that pursuant to Regulations A and B Federal Reserve Banks may neither 
discount nor purchase bills arising out of the storage of readily marketable staples unless the 
acceptor remains secured throughout the life of the bill. 
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(6) Maturity—No member banks shall accept any commercial 
draft or bill unless at the date of its acceptance such draft or bill 
has not more than six months to run, exclusive of days of grace. 


(c) Acceptances for one person.—No member bank shall accept 
commercial drafts or bills, whether in a foreign or domestic transaction, 
for any one person, company, firm, or corporation in an amount equal 
at any time in the aggregate to more than 10 per cent of its paid-up 
and unimpaired capital stock and surplus, unless the bank be and 
remain secured as to the amount in excess of such 10 per cent limita- 
tion by either attached documents or some other actual security growing 
out of the same transaction as the acceptance; but a trust receipt 
which permits the customer to have access to or control over the 
goods will not be considered ‘actual security” within the meaning of 
this subsection. 


(d) Limitation on aggregate amount.—No member bank shall 
accept commercial drafts or bills in an amount equal at any time 
in the aggregate to more than 50 per cent of its paid-up and unimpaired 
capital stock and surplus; except that, with the permission of the 
Board of Governors of the Federal Reserve System as provided in 
subsection (e) of this section, any such member bank may accept 
such drafts or bills in an amount not exceeding at any time in the 
aggregate 100 per cent of its paid-up and unimpaired capital stock 
and surplus (hereinafter referred to as ‘authority to accept commercial 
drafts or bills up to 100 per cent’’) ; but in no event may the aggregate 
amount of such acceptances growing out of domestic transactions 
exceed 50 per cent of such capital and surplus. Commercial drafts 
or bills accepted by another bank, whether domestic or foreign, at 
the request of a member bank which agrees to put such other bank 
in funds to meet such acceptances at maturity shall be considered as 
part of the acceptance liabilities of the member bank requesting such 
acceptances as well as of such other bank, if a member bank, within 
the meaning of the limitations prescribed in this section. 


(e) Authority to accept up to 100 per cent.—(1) Any member 
bank desiring authority to accept commercial drafts or bills up to 100 
per cent shall file with the Board of Governors, through the Federal 
Reserve Bank of its district, an application for permission to exercise 
such authority. Such application need not be made in any particular 
form, but shall show the present and anticipated need of the applicant 
bank for the authority requested. 


(2) The Board of Governors may at any time rescind any authority 
granted by it pursuant to this section after not less than 90 days’ 
notice in writing to the bank affected. 
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SECTION 2. ACCEPTANCE OF DRAFTS OR BILLS TO FURNISH DOLLAR 
EXCHANGE 


(a) Authority.—(1) Any member bank, after obtaining the per- 
mission of the Board of Governors, may accept drafts or bills of 
exchange drawn upon it by banks or bankers in foreign countries 
or dependencies or insular possessions of the United States for the 
purpose of furnishing dollar exchange (hereinafter referred to as 
“dollar exchange drafts or bills”) as required by the usages of trade 
in the respective countries, dependencies, or insular possessions, subject 
to the conditions set forth in this section. Any member bank desiring 
to obtain such permission shall file with the Board of Governors 
through the Federal Reserve Bank of its district an application for 
such permission. Such application need not be in any particular 
form but shall show the present and anticipated need for the authority 
requested. 


(2) The Board of Governors may at any time rescind any per- 
mission’ granted by it pursuant to this section after not less than 90 
days’ notice in writing to the bank affected. 


(b) Countries with respect to which dollar exchange drafts or 
bills may be accepted.— (1) Any such foreign country or dependency 
or insular possession of the United States must be one of those spe- 
cified in a list published by the Board of Governors for the purposes 
of this Regulation, with respect to which the Board of Governors 
has found that the usages of trade are such as to justify banks or 
bankers therein in drawing on member banks for the purpose of 
furnishing dollar exchange. Any member bank desiring to place 
itself in position to accept drafts or bills of exchange from a country, 
dependency, or insular possession not specified in such list may request 
the Board of Governors through the Federal Reserve Bank of its 
district to add such country, dependency, or insular possession to the 
list upon a showing that the furnishing of dollar exchange is required 
by the usages of trade therein. 

(2) The Board of Governors may at any time, Mies 90 days’ pub- 
lished notice, remove from such list the name of any country, de- 
pendency, or insular possession, contained therein. 


(c) Purpose of transaction.—(1) Any such dollar exchange draft 
or bill must be drawn and accepted in good faith for the purpose of 
furnishing dollar exchange as required by the usages of trade in the 
country, dependency, or insular possession in which the draft or bill 
is drawn. Drafts or bills drawn merely hecause dollar exchange is 
at a premium in the place where drawn or for any speculative purpose 
or drafts or bills commonly referred to as “finance bills” (i.e., which 
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are not drawn primarily to furnish dollar exchange) will not be deemed 
to meet the requirements of this section. 


(2) The aggregate of drafts or bills accepted by such member bank 
for any one foreign bank or banker shall not exceed an amount which 
the member bank would expect such foreign bank or banker to 
liquidate within the terms of the agreements under which the drafts 
or bills were accepted, through the proceeds of export documentary 
bills or from other sources reasonably available to such foreign bank 
or banker arising in the normal course of trade. 


(d) MaturitySuch member bank shall not accept any dollar 
exchange draft or bill unless at the date of its acceptance it has not 
more than three months to run, exclusive of days of grace. 


(e) Acceptances for one bank or banker.—Such member bank 
shall not accept dollar exchange drafts or bills for any one bank or 
banker in an amount exceeding in the aggregate 10 per cent of the 
paid-up and unimpaired capital and surplus of the accepting bank, 
unless it be and remain secured as to the amount in excess of such 
10 per cent limitation by documents conveying or securing title or 
by some other adequate security. 


(f) Limitation on aggregate amount.—Such member bank shall 
not accept dollar exchange drafts or bills in an amount exceeding 
at any one time in the aggregate 50 per cent of its paid-up and 
unimpaired capital and surplus. This limitation is separate and dis- 
tinct from and not included in the limitations prescribed by sub- 
section (d) of section 1 of this Regulation with respect to acceptances 
of commercial drafts or bills. Dollar exchange drafts or bills accepted 
by another bank, whether domestic or foreign, at the request of a 
member bank which agrees to put such other bank in funds to meet 
such acceptances at maturity shall be considered as part of the ac- 
ceptance habilities of the member bank requesting such acceptances 
as well as of such other bank, if a member bank, within the meaning 
of the limitations prescribed in this section. 


a. 


APPENDIX 


STATUTORY PROVISIONS 


With respect to the acceptance by member banks of drafts or bills 
of exchange, the seventh paragraph of section 13 of the Federal Re- 
serve Act, as amended, provides as follows: 


Any member bank may accept drafts or bills of exchange 
drawn upon it having not more than six months’.sight to run, 
exclusive of days of grace, which grow out of transactions involv- 
ing the importation or exportation of goods; or which grow out 
of transactions involving the domestic shipment of goods pro- 
vided shipping documents conveying or securing title are attached 
at the time of acceptance; or which are secured at the time of 
acceptance by a warehouse receipt or other such document con- 
veying or securing title covering readily marketable staples. No 
member bank shall accept, whether in a foreign or domestic 
transaction, for any one person, company, firm, or corporation 
to an amount equal at any time in the aggregate to more than 
ten per centum of its paid-up and unimpaired capital stock and 
surplus, unless the bank is secured either by attached documents 
or by some other actual security growing out of the same transac- 
tion as the acceptance; and no bank shall accept such bills to an 
amount equal at any time in the aggregate to more than one-half 
of its paid-up and unimpaired capital stock and surplus: Provided, 
however, That the Board of Governors of the Federal Reserve 
System, under such general regulations as it may prescribe, which 
shall apply to all banks alike regardless of the amount of capital 
stock and surplus, may authorize any member bank to accept 
such bills to an amount not exceeding at any time in the aggre- 
gate one hundred per centum of its paid-up and unimpaired 
capital stock and surplus: Provided further, That the aggregate 
of acceptances growing out of domestic transactions shall in no 
event exceed fifty per centum of such capital stock and surplus. 


With respect to dollar exchange acceptances, the twelfth paragraph 
of section 13 of the Federal Reserve Act, as amended, provides as 
follows: 


Any member bank may accept drafts or bills of exchange drawn 
upon it having not more than three months’ sight to run, ex- 
clusive of days of grace, drawn under regulations to be prescribed 
by the Board of Governors of the Federal Reserve System by 
banks or bankers in foreign countries or dependencies or insular 
possessions of the United States for the purpose of furnishing 


dollar exchange as required by the usages of trade in the respective 
countries, dependencies, or insular possessions. Such drafts or 
bills may be acquired by Federal Reserve banks in such amounts 
and subject to such regulations, restrictions, and limitations as 
may be prescribed by the Board of Governors of the Federal 
Reserve System: Provided, however, That no member bank shall 
accept such drafts or bills of exchange referred to! this para- 
eraph for any one bank to an amount exceeding in the aggregate 
ten per centum of the paid-up and unimpaired capital and surplus 
of the accepting bank unless the draft or bill of exchange is ac- 
companied by documents conveying or securing title or by some 
other adequate security: Provided further, That no member 
bank shall accept such drafts or bills in an amount exceeding at 
any time the aggregate of one-half of its paid-up and unimpaired 
capital and surplus. 


1So in statute as enacted. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed 
to the Federal Reserve Bank or Federal 
Reserve branch bank of the district 
in which the inquiry arises. 


REGULATION C 


Revised Effective August 31, 1946 
(Superseding Regulation C, Series of 1928) 


ACCEPTANCE BY MEMBER BANKS OF DRAFTS 
OR BILLS OF EXCHANGE 


Introduction 


This Regulation is based upon and issued pursuant to various pro- 
visions of the Federal Reserve Act, particularly the provisions of the 
seventh and twelfth paragraphs of section 13 of such Act, the texts 
of which are published in the appendix hereto. The Regulation 
relates to the acceptance by member banks of drafts or bills of 
exchange. Provisions governing the eligibility of bankers’ acceptances 
of member banks for discount by the Federal Reserve Banks are 
contained in Regulation A; and provisions governing the purchase 
of bankers’ acceptances by the Federal Reserve Banks are contained 
in Regulation B. 


SECTION 1. ACCEPTANCE OF COMMERCIAL DRAFTS OR BILLS 


(a) Authority. or bills of 
exchange drawn upon. it which grow out of any of the following 
transactions (hereinafter referred to as ‘commercial drafts or bills’): 





(1) The importation or exportation of goods, that is, the ship- 
ment of goods between the United States and any foreign country, 
or between the United States and any of its dependencies or insular 
possessions, or between dependencies or Sea possessions and 
foreign countries, or between foreign countries; 

(2) The shipment of goods within the ued States, Beene 
shipping documents conveying or securing title are attached or 
are in the physical possession of the accepting bank or its agent 
at the time of acceptance; 

(3) The storage in the United States or in any foreign country 
of readily marketable staples,? provided that the draft or bill of 
exchange is secured at the time of acceptance by a warehouse 
receipt or other such document conveying or securing title cover- 
ing such readily marketable staples.° 


1 A member bank accepting anv commercial draft or bill growing out of a transaction of the kinds 
described in subsection (a)(1) of section 1 will be expected to obtain before acceptance and retain 
in its files satisfactory evidence, documentary or otherwise, showing the nature of the transactions 
underlying the credit extended. 

2 A readily marketable staple within the meaning of this Regulation means an article of com- 
merce, agriculture, or industry, of such uses as to make it the subject of constant dealings in 
ready markets with such frequent quotations of price as to make (a) the price easily and definitely 
ascertainable, and (b) the staple itself easy to realize upon by sale at any time. 

8 It should be noted that pursuant to Regulations A and B Federal Reserve Banks may neither 
discount nor purchase bills arising out of the storage of readily marketable staples unless the 
acceptor remains secured throughout the life of the Dill. 
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(6) Maturity.—No member banks shall accept any commercial 
draft or bill unless at the date of its acceptance such draft or bill 
has not more than six months to run, exclusive of days of grace. 


(c) Acceptances for one person.—No member bank shall accept 
commercial drafts or bills, whether in a foreign or domestic transaction, 
for any one person, company, firm, or corporation in an amount equal 
at any time in the aggregate to more than 10 per cent of its paid-up 
and unimpaired capital stock and surplus, unless the bank be and 
remain secured as to the amount in excess of such 10 per cent limita- 
tion by either attached documents or some other actual security growing 
out of the same transaction as the acceptance; but a trust receipt 
which permits the customer to have access to or control over the 
goods will not be considered “actual security” within the meaning of 
this subsection. 


(d) Limitation on aggregate amount.—No member bank shall 
accept commercial drafts or bills in an amount equal at any time 
in the aggregate to more than 50 per cent of its paid-up and unimpaired 
capital stock and surplus; except that, with the permission of the 
Board of Governors of the Federal Reserve System as provided in 
subsection (e) of this section, any such member bank may accept 
such drafts or bills in an amount not exceeding at any time in the 
aggregate 100 per cent of its paid-up and unimpaired capital stock 
and surplus (hereinafter referred to as “authority to accept commercial 
drafts or bills up to 100 per cent”) ; but in no event may the aggregate 
amount of such acceptances growing out of domestic transactions 
exceed 50 per cent of such capital and surplus. Commercial drafts 
or bills accepted by another bank, whether domestic or foreign, at 
the request of a member bank which agrees to put such other bank 
in funds to meet such acceptances at maturity shall be considered as 
part of the acceptance liabilities of the member bank requesting such 
acceptances as well as of such other bank, 1f a member bank, within 
the meaning of the limitations prescribed in this section. 


(e) Authority to accept up to 100 per cent.—(1) Any member 
bank desiring authority to accept commercial drafts or bills up to 100 
per cent shall file with the Board of Governors, through the Federal 
Reserve Bank of its district, an application for permission to exercise 
such authority. Such application need not be made in any particular 
form, but shall show the present and anticipated need of the applicant 
bank for the authority requested. 


(2) The Board of Governors may at any time rescind any authority 
granted by it pursuant to this section after not less than 90 days’ 
notice in writing to the bank affected. 
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SECTION 2. ACCEPTANCE OF DRAFTS OR BILLS TO FURNISH DOLLAR 
EXCHANGE 


(a) Authority.x—(1) Any member bank, after obtaining the per- 
mission of the Board of Governors, may accept drafts or bills of 
exchange drawn upon it by banks or bankers in foreign countries 
or dependencies or insular possessions of the United States for the 
purpose of furnishing dollar exchange (hereinafter referred to as 
“dollar exchange drafts or bills”) as required by the usages of trade 
in the respective countries, dependencies, or insular possessions, subject 
to the conditions set forth in this section. Any member bank desiring 
to obtain such permission shall file with the Board of Governors 
through the Federal Reserve Bank of its district an application for 
such permission. Such application need not be in any particular 
form but shall show the present and anticipated need for the authority 
requested. 


(2) The Board of Governors may at any time rescind any per- 
mission tyranted by it pursuant to this section after not less than 90 
days’ notice in writing to the bank affected. 


(b) Countries with respect to which dollar exchange drafts or 
bills may be accepted.—(1) Any such foreign country or dependency 
or insular possession of the United States must be one of those spe- 
cified in a list published by the Board of Governors for the purposes 
of this Regulation, with respect to which the Board of Governors 
has found that the usages of trade are such as to justify banks or 
bankers therein in drawing on member banks for the purpose of 
furnishing dollar exchange. Any member bank desiring to place 
itself in position to accept drafts or bills of exchange from a country, 
dependency, or insular possession not specified in such list may request 
the Board of Governors through the Federal Reserve Bank of its 
district to add such country, dependency, or insular possession to the 
list upon a showing that the furnishing of dollar exchange is required 
by the usages of trade therein. 

(2) The Board of Governors may at any time, after 90 days’ pub- 
lished notice, remove from such list the name of any country, de- 
pendency, or insular possession, contained therein. 


(c) Purpose of transaction.—(1) Any such dollar exchange draft 
or bill must be drawn and accepted in good faith for the purpose of 
furnishing dollar exchange as required by the usages of trade in the 
country, dependency, or insular possession in which the draft or bill 
is drawn. Drafts or bills drawn merely hecause dollar exchange is 
at a premium in the place where drawn or for any speculative purpose 
or drafts or bills commonly referred to as “finance bills” (i.e., which 
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are not drawn primarily to furnish dollar exchange) will not be deemed 
to meet the requirements of this section. 


(2) The aggregate of drafts or bills accepted by such member bank 
for any one foreign bank or banker shall not exceed an amount which 
the member bank would expect such foreign bank or banker to 
liquidate within the terms of the agreements under which the drafts 
or bills were accepted, through the proceeds of export documentary 
bills or from other sources reasonably available to such foreign bank 
or banker arising in the normal course of trade. 


(dq) Maturity.—Such member bank shall not accept any dollar 
exchange draft or bill unless at the date of its acceptance it has not 
more than three months to run, exclusive of days of grace. 


(e) Acceptances for one bank or banker.—Such member bank 
shall not accept dollar exchange drafts or bills for any one bank or 
banker in an amount exceeding in the aggregate 10 per cent of the 
paid-up and unimpaired capital and surplus of the accepting bank, 
unless it be and remain secured as to the amount in excess of such 
10 per cent limitation by documents conveying or securing title or 
by some other adequate security. 


(f) Limitation on aggregate amount.—Such member bank shall 
not accept dollar exchange drafts or bills in an amount exceeding 
at any one time in the aggregate 50 per cent of its paid-up and 
unimpaired capital and surplus. This limitation is separate and dis- 
tinct from and. not included in the limitations prescribed by sub- 
section (d) of section 1 of this Regulation with respect to acceptances 
of commercial drafts or bills. Dollar exchange drafts or bills accepted 
by another bank, whether domestic or foreign, at the request of a 
member bank which agrees to put such other bank in funds to meet 
such acceptances at maturity shall be considered as part of the ac- 
ceptance liabilities of the member bank requesting such acceptances 
as well as of such other bank, if a member bank, within the meaning 
of the limitations prescribed in this section. 
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APPENDIX 


STATUTORY PROVISIONS 


With respect to the acceptance by member banks of drafts or bills 
of exchange, the seventh paragraph of section 13 of the Federal Re- 
serve Act, as amended, provides as follows: 


Any member bank may accept drafts or bills of exchange 
drawn upon it having not more than six months’ sight to run, 
exclusive of days of grace, which grow out of transactions involv- 
ing the importation or exportation of goods; or which grow out 
of transactions involving the domestic shipment of goods pro- 
vided shipping documents conveying or securing title are attached 
at the time of acceptance; or which are secured at the time of 
acceptance by a warehouse receipt or other such document con- 
veying or securing title covering readily marketable staples. No 
member bank shall accept, whether in a foreign or domestic 
transaction, for any one person, company, firm, or corporation 
to an amount equal at any time in the aggregate to more than 
ten per centum of its paid-up and unimpaired capital stock and 
surplus, unless the bank is secured either by attached documents 
or by some other actual security growing out of the same transac- 
tion as the acceptance; and no bank shall accept such bills to an 
amount equal at any time in the aggregate to more than one-half 
of its paid-up and unimpaired capital stock and surplus: Provided, 
however, That the Board of Governors of the Federal Reserve 
System, under such general regulations as it may prescribe, which 
shall apply to all banks alike regardless of the amount of capital 
stock and surplus, may authorize any member bank to accept 
such bills to an amount not exceeding at any time in the aggre- 
gate one hundred per centum of its paid-up and unimpaired 
capital stock and surplus: Provided further, That the aggregate 
of acceptances growing out of domestic transactions shall in no 
event exceed fifty per centum of such capital stock and surplus. 


With respect to dollar exchange acceptances, the twelfth paragraph 
of section 13 of the Federal Reserve Act, as amended, provides as 
follows: 


Any member bank may accept drafts or bills of exchange drawn 
upon it having not more than three months’ sight to run, ex- 
clusive of days of grace, drawn under regulations to be prescribed 
by the Board of Governors of the Federal Reserve System by 
banks or bankers in foreign countries or dependencies or insular 
possessions of the United States for the purpose of furnishing 


dollar exchange as required by the usages of trade in the respective 
countries, dependencies, or insular possessions. Such drafts or 
bills may be acquired by Federal Reserve banks in such amounts 
and subject to such regulations, restrictions, and limitations as 
may be prescribed by the Board of Governors of the Federal 
Reserve System: Provided, however, That no member bank shall 
accept such drafts or bills of exchange referred to’ this para- 
graph for any one bank to an amount exceeding in the aggregate 
ten per centum of the paid-up and unimpaired capital and surplus 
of the accepting bank unless the draft or bill of exchange is ac- 
companied by documents conveying or securing title or by some 
other adequate security: Provided further, That no member 
bank shall accept such drafts or bills in an amount exceeding at 
any time the aggregate of one-half of its paid-up and unimpaired 
capital and surplus. 


1So in statute as enacted. 
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REGULATION D 


This Regulation as printed herewith is in the form 

as amended October 2, 1930. The amendment af- 

fected only the second paragraph of Section IV(a) 

and was made effective as to each member bank at 

the beginning of the first reserve computation period 

of such member bank commencing after midnight on 
October 31, 1930. 


UNITED STATES 
GOVERNMENT PRINTING OFFICB 
WASHINGTON : 1930 





REGULATION D, SERIES OF 1930 
(Superseding Regulation D of 1928) 
RESERVES OF MEMBER BANKS 
SECTION I. STATUTORY PROVISIONS 
Section 19 of the Federal reserve act provides, in part, as follows: 


BANK RESERVES 


Sec. 19. Demand deposits within the meaning of this act shall comprise 
all deposits payable within thirty days, and time deposits shall comprise all 
deposits payable after thirty days, all savings accounts and certificates of deposit 
which are subject to not less than thirty days’ notice before payment, and all 
postal savings deposits. 

Every bank, banking association, or trust company which is or which becomes 
a member of any Federal reserve bank shall establish and maintain reserve 
balances with its Federal reserve bank as follows: 

(a) If not in a reserve or central reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal reserve bank of its district an actual 
net balance equal to not less than seven per centum of the aggregate amount 
of its demand deposits and three per centum of its time deposits. 

(0) If in a reserve city, as now or hereafter defined, it shall hold and maintain 
with the Federal reserve bank of its district an actual net balance equal to not 
less than ten per centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits: Provided, however, That if located in the 
outlying districts of a reserve city or in territory added to such a city by the 
extension of its corporate charter, it may, upon the affirmative vote of five 
members of the Federal Reserve Board, hold and maintain the reserve balances 
specified in paragraph (qa) hereof. 

(c) If in a central reserve city, as now or hereafter defined, it shall hold and 
maintain with the Federal reserve bank of its district an actual net balance 
equal to not less than thirteen per centum of the aggregate amount of its de- 
mand deposits and three per centum of its time deposits: Provided, however, 
That if located in the outlying districts of a central reserve city or in territory 
added to such city by the extension of its corporate charter, it may, upon the 
affirmative vote of five members of the Federal Reserve Board, hold and main- 
tain the reserve balances specified in paragraphs (a) or (0) thereof. 

* * * * * * * 

The required balance carried by a member bank with a Federal reserve bank 
may, under the regulations and subject to such penalties as may be prescribed 
by the Federal Reserve Board, be checked against and withdrawn by such mem- 
ber bank for the purpose of meeting existing liabilities: Provided, however, 
That no bank shall at any time make new loans or shall pay any dividends 
Unless and until the total balance required by law is fully restored. 
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: In estimating the balances required by this act, the net difference of amounts 


/due to and from other banks shall be taken as the basis for ascertaining the 


ae 


deposits against which required balances with Federal reserve banks shall be 
determined. 

The various Liberty bond acts (act of April 24. 1917. sec. 7: act of 
September 24, 1917, sec. 8; act of April 4, 1918, sec. 8) Prove, in 
part, as ea tase 

That the provisions * * * with reference to the reserves required to be 
kept by national banking associations and other member banks of the Federal 


reserve system, shall not apply to deposits of public moneys by the United 
States in designated depositaries. 


SECTION II. DEFINITIONS 


(a) Demand deposits—The term “ demand deposits” shall include 
ell deposits which are payable within 80 days except “ savings 
accounts,” “ time certificates of deposit,” and “ postal savings depos- 
its,” as defined below. 

(5) Time deposits—The term “time deposits” shall include all 
“time depusits, open accounts,” all “savings accounts,” all “ time 
certificates of deposit,” and all “ postal savings deposits,” as defined 
below. 

(c) Time deposits, open accounts.—The term “time deposits, open 
accounts” shall mean deposits not evidenced by certificates of de- 
posit or savings pass books, in respect to which a written contract 
is entered into with the depositor at the time the deposit is made that. 
neither the whole nor any part of such deposit may be withdrawn, 
by check or otherwise, except on a given date, not less than 30 days 
after the date of the deposit, or on written notice which must be 
given by the depositor a certain specified number of days in advance, 
in no case less than 30 days. 

(dq) Savings accounts.—The term 
those deposits in respect to which— 

(1) The pass book, certificate, or other similar form of receipt 
must be presented to the bank whenever a withdrawal is made, 

(2) The depositor may at any time be required by the bank 
to give notice of an intended withdrawal not less than 30 days. 
before a withdrawal is made, and 

(8) The bank’s printed regulations, accepted by the depositor 
at the time the account is opened, include the above require- 
ments. 

(ce) Time certificates of deposit—A “time certificate of deposit ” is 
defined as an instrument evidencing the deposit with a bank, either 
with or without interest, of a certain sum specified on the face of the. 
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certificate payable in whole or in part to the depositor or on his 
order— 
(1) On a certain date, specified on the certificate, not less than 
80 days after the date of the deposit, or _ 
(2) After the lapse of a certain specified time subsequent to 
the date of the certificate, in no case less than 30 days, or 
(3) Upon written notice, which the bank may at its option 
require to be given a certain specified number of days, not less 
than 30 days, before the date of repayment, and 
(4) In all cases only upon presentation of the certificate 
at each withdrawal for proper indorsement or surrender. 

(f) Postal savings deposits——The term “ postal savings deposits” 
shall mean deposits of postal savings funds in banks under the terms 
of the postal savings act, approved June 25, 1910, as amended. 

(g) Government deposits—The term “ Government deposits” shall 
mean deposits of public moneys by the United States in designated 
depositaries. 


SECTION III. COMPUTATION OF RESERVES 


(a) Amounts of reserves to be maintained—Every member bank of 
the Federal reserve system is required by law to maintain on deposit 
with the Federal reserve bank of its district an actual net balance 
equal to 3 per cent of its time deposits plus— 

Seven per cent of its demand deposits if not in a reserve or 
central reserve city. 

Ten per cent of its demand deposits if in a reserve city, except 
that if located in an outlying district? of a reserve city or in 
territory added to such city by the extension of the city’s cor- 
porate limits such bank may, upon the affirmative vote of five 
members of the Federal Reserve Board, be permitted to main- 
tain 7 per cent reserves against its demand deposits. 

Thirteen per cent of its demand deposits if located in a central 
reserve city, except that if located in an’ outlying district? of a 





1 Deposits made by United States postmasters of Government funds, other than postal 
‘savings deposits, received by them in their official capacity, constitute ‘‘ Government 
deposits ”’ within the meaning of this regulation and, when made in designated deposi- 
taries, are exempt from the reserve requirements of section 19. The following classes of 
-deposits, however, are not “Government deposits” within such meaning and are not 
exempt from reserve requirements: 

(1) Deposits of Philippine funds made by the Philippine Government and carried under 
the title, “‘ Treasurer of the Philippine Islands currency reserve fund account.” 

(2) Deposits of Porto Rican funds made by the Porto Rican Government. 

(8) Deposits of Indian funds under the control of the Department of the Interior. 

(4) Deposits of States, counties, or municipalities. 

(5) Deposits of the United States Shipping Board and the Emergency Fleet Corporation, 

2The term ‘outlying district”? is construed to mean that portion of a city which is 
located outside of, and at a considerable distance from, the recognized business and 
financial center of such city, and includes all suburban districts within the corporate 
dimits of such city. 
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central reserve city or in territory added to such city by the ex- 

tension of the city’s corporate limits, such bank may, upon the 

_ affirmative vote of five members of the Federal Reserve Board, 

be permitted to maintain 7 per cent or 10 per cent reserves 
against its demand déposits. 

No reserves are required to be maintained against Government 
deposits as defined above. 

A member bank exercising trust powers need not maintain reserves 
against trust funds which it keeps segregated and apart from its 
general assets or which it deposits in another institution to the credit 
of itself as trustee or other fiduciary. If, however, such funds are 
mingled with the general assets of the bank, as permitted to national 
banks under authority of Section 11(%) of the Federal reserve act, 
a deposit liability thereby arises against which reserves must be 
maintained. In computing reserve requirements, trust funds de- 
posited in a member bank by another bank to the credit of such other 
bank as trustee or other fiduciary must be classified by the member 
bank as individual deposits rather than bank deposits. 

(6) Deductions allowed in computing reserves—Member banks in 
determining the amount against which reserves must be carried may 
deduct : 

(1) From gross demand deposits, all Government deposits as 
defined above. 

(2) From the amount of balances due to other banks, the 
amount of balances due from other banks (except Federal reserve 
banks and foreign banks), including in the amount due to other 
banks certified, cashiers’, and treasurers’ checks outstanding, and 
including in the amount due from other banks out of town items 
placed in the mail and charged to the account of correspondent 
banks, items with a Federal reserve bank in process of collection, 
checks drawn on banks located in the same city, and exchanges 
for clearing houses. 

(c) Availability of checks as reserve-——Checks forwarded to a 
Federal reserve bank for collection or credit can not be counted as 
part of the minimum reserve balance to be carried by a member bank 
with its Federal reserve bank until such time as may be specified in 
the appropriate time schedule referred to in Section IV of Regula- 
tion J. Ifa member bank draw against checks before such time, the 
draft will be charged against its reserve balance if such balance be 
sufficient in amount to pay it; but any resulting impairment of re- 
serve balances will be subject to all the penalties provided by the act 
and by this regulation. 
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SECTION IV. PENALTIES FOR DEFICIENCIES IN RESERVES 


Inasmuch as it is essential that the law with respect to the mainte- 
nance by member banks of the required minimum reserve balances be 
strictly complied with, the Federal Reserve Board, under authority 
vested in it by section 19 of the Federal reserve act, hereby prescribes 
the following rules governing penalties for deficiencies in reserves: 

(a) Basic penalty. 

(1) Deficiencies in reserve balances of member banks in cities 
where Federal reserve banks or branches thereof are located and 
in such other reserve cities as the Federal Reserve Board may desig- 
nate from time to time will be computed on the basis of average 
daily net deposit balances covering semiweekly periods. Deficiencies 
in reserve balances of member banks in all other reserve cities will 
be computed on the basis of average daily net deposit balances cov- 
ering weekly periods. Deficiencies in reserve balances of other mem- 
ber banks will be computed on the basis of average daily net deposit 
balances covering semimonthly periods. 

(2) In computing such deficiencies the required reserve balance of 
each member bank at the close of business each day shall be based 
upon its net deposit balances at the opening of business on the same 
day; and the semiweekly, weekly, and semimonthly periods referred 
to in paragraph (1) hereof shall end at the close of business on days 
to be fixed by the Federal reserve banks with the approval of the 
Federal Reserve Board. 

(3) Penalties for such deficiencies will be assessed monthly on the 
basis of average daily deficiencies during each of the reserve com- 
putation periods ending in the preceding calendar month. 

(4) Such penalties shall be assessed at a basic rate of 2 per cent per 
annum above the Federal reserve bank discount rate on 90-day com- 
mercial paper, in effect on the first day of the calendar month in 
which the deficiencies occurred. 

(6) Notice to directors of banks deficient in reserves—Whenever it 
shall appear that a bank is not paying due regard to the maintenance 
of its reserves, the Federal reserve agent will address a letter to each 
director of such bank calling attention to the situation and advising 
him of the requirements of the law and of this regulation regarding 
the maintenance of reserves and the personal liability of the directors 
permitting violations of the law. 

(c) Progressive penalty —The Federal Reserve Board will also pre- 
scribe for any Federal reserve district, upon the application of the 
Federal reserve bank of that district, an additional progressive pen- 
alty for continued deficiencies in reserves, in accordance with the 
following rules: 

(1) When a member bank which is required to earners its reserves 
- on a semiweekly basis has an average deficiency in reserves for twelve 
consecutive semiweekly periods, there shall be assessed, in addition 
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to the penalty at the basic rate, a progressive penalty on semiweekly 
deficiencies occurring thereafter, until such member bank has main- 
tained the required average reserve for eight consecutive semiweekly 
periods. 

(2) When a member bank which is required to compute its reserves 
on a weekly basis has an average deficiency in reserves for six con- 
secutive weekly periods, there shall be assessed, in addition to the 
penalty at the basic rate, a progressive penalty on weekly deficiencies 
occurring thereafter, until such member bank has maintained the 
required average reserve for four consecutive weekly periods. 

(3) When any other member bank has an average deficiency in 
reserves for three consecutive semimonthly periods, there shall be 
assessed, in addition to the penalty at the basic rate, a progressive 
penalty on semimonthly deficiencies occurring thereafter, until such 
member bank has maintained the required average reserve for two 
consecutive semimonthly periods. 

(4) Such progressive penalty shall be at the rate of 1 per cent per 
annum for the first calendar month in which same is effective and 
shall increase at the rate of 1 per cent per annum for each consecu- 
tive calendar month thereafter in which the bank’s reserve deficien- 
cies are subject to the progressive penalty; provided that the maxi- 
mum penalty charged shall not exceed 10 per cent per annum. 

(d) Continued deficiencies—Whenever any member bank has an 
average deficiency in reserves for each reserve computation period 
during six consecutive months, the Federal reserve agent shall 
promptly report the fact to the Federal Reserve Board with a recom- 
mendation as to whether or not the board should: 

(1) In the case of a national bank, direct the Comptroller of the 
Currency to bring suit to forfeit the charter of such national bank 
‘pursuant to section 2 of the Federal reserve act; or 

(2) In the case of a State member bank, institute proceedings to 
require such bank to surrender its stock in the Federal reserve bank 
and to forfeit all rights and privileges of membership pursuant to 
section 9 of the Federal reserve act; or 

(3) In either case, take such other action as the Federal reserve 
agent may recommend or the Federal Reserve Board may consider 
advisable. 


SECTION V. LOANS AND DIVIDENDS WHILE RESERVES ARE DEFICIENT 


It is unlawful for any member bank the reserves of which are at 
any time deficient to make any new loans or pay any dividends unless 
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and until the total reserves required by law are fully restored, and 
the payment of penalties for deficiencies in reserves does not exempt 
member banks from this prohibition of law. As provided above, 
penalties for deficiencies in reserves are computed on the basis of 
the average reserve balances for semiweekly, weekly, or semi- 
monthly periods; but this prohibition of law applies whenever the 
reserves are deficient for one day or more, regardless of whether 
or not the average reserve balances for the semiweekly, weekly, or 
semimonthly period are deficient. 
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REGULATION D 


Revised effective January 1, 1936 
(Superseding Regulation D, Series of 1930) 


RESERVES OF MEMBER BANKS 


AUTHORITY FOR REGULATION 


This regulation is issued under authority of provisions of section 
19 of the Federal Reserve Act which, together with related provisions 
of law, are published in the Appendix hereto. 


SECTION 1. DEFINITIONS 


(a) Demand deposits.—The term “demand deposits” includes all 
deposits except “time deposits” as defined below. 

(b) Time deposits.—The term “time deposits” means “time cer- 
tificates of deposit’’, ‘‘time deposits, open account” and “savings de- 
posits”, as defined below. 

(c) Time certificates of deposit-—The term “time certificate of 
deposit” means a deposit evidenced by a negotiable or non-negotiable 
instrument which provides on its face that the amount of such deposit 
is payable to bearer or to any specified person or to his order— 


(1) On a certain date, specified in the instrument, not less 
than thirty days after the date of the deposit, or 

(2) At the expiration of a certain specified time not less than 
thirty days after the date of the instrument, or 

(3) Upon notice in writing which is actually required to be 
given not less than thirty days before the date of repayment,? 
and 

(4) In all cases only upon presentation and surrender of the 
instrument. 


(d) Time deposits, open account.—The term “time deposit, open 
account” means a deposit, other than a “time certificate of deposit” 
or a “savings deposit”, with respect to which there is in force a writ- 
ten contract with the depositor that neither the whole nor any part of 
such deposit may be withdrawn, by check or otherwise, prior to the 





1A deposit with respect to which the bank merely reserves the right to require notice of not 
less than thirty days before any withdrawal is made is not a ‘‘time certificate of deposit’’ 
within the meaning of the above definition. 
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date of maturity, which shall be not less than thirty days after the 
date of the deposit,? or prior to the expiration of the period of notice 
which must be given by the depositor in writing not less than thirty 
days in advance of withdrawal.® 

(e) Savings deposits——The term “savings deposit’ means a de- 
posit, evidenced by a pass book, consisting of funds (i) deposited to 
the credit of one or more individuals, or of a corporation, association 
or other organization operated primarily for religious, philanthropic, 
charitable, educational, fraternal or other similar purposes and not 
operated for profit,‘ or (11) in which the entire beneficial interest is 
held by one or more individuals or by such a corporation, association 
or other organization, and in respect to which deposit— 


(1) The depositor is required, or may at any time be required, 
by the bank to give notice in writing of an intended withdrawal 
not less than thirty days before such withdrawal is made; 

(2) Withdrawals are permitted in only two ways, either (1) 
upon presentation of the pass book, through payment to the per- 
son presenting the pass book, or (i1) without presentation of the 
pass book, through payment to the depositor himself but not to 
any other person whether or not acting for the depositor.® 


The presentation by any officer, agent or employee of the bank of 
a pass book or a duplicate thereof retained by the bank or by any 
of its officers, agents or employees is not a presentation of the pass 
book within the meaning of this regulation except where the pass 
book is held by the bank as a part of an estate of which the bank 
is a trustee or other fiduciary, or where the pass book is held by the 
bank as security for a loan. If a pass book is retained by the bank, 
it may not be delivered to any person other than the depositor for 
the purpose of enabling such person to present the pass book in 
order to make a withdrawal, although the bank may deliver the pass 








2 Deposits, such as Christmas club accounts and vacation club accounts, which are made under 
written contracts providing that no withdrawal shall be made until a certain number of periodic 
deposits have been made during a period cf not less than three months constitute ‘“‘time deposits, 
open account’’ even though some of the deposits are made within thirty days from the end of 
such period. 

3 A deposit with respect to which the bank merely reserves the right to require notice of not less 
than thirty days before any withdrawal is made is not a “time deposit, open account’’, within 
the meaning of the above definition. 

4 Deposits in joint accounts of two or more individuals may be classified as savings deposits 
if they meet the other requirements of the above definition, but deposits of a partnership 
operated for profit may not be so classified. Deposits to the credit of an individual of funds 
in which any beneficial interest is held by a corporation, partnership, association or other 
organization operated for profit or not operated primarily for religious, philanthropic, charitable, 
educational, fraternal or other similar purposes may not be classified as savings deposits. 

5 Presentation of a pass book may be made over the counter or through the mails; and 
payment may be made over the counter, through the mails or otherwise, subject to the limita- 
tions of paragraph (2) above as to the person to whom such payment may be made. 
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book to a duly authorized agent of the depositor for transmittal to 
the depositor. 

Every withdrawal made upon presentation of a pass book shall 
be entered in the pass book at the time of the withdrawal, and every 
other withdrawal shall be entered in the pass book as soon as prac- 
ticable after the withdrawal is made. 

(f) Gross demand deposits——The term “gross demand deposits” 
means the sum of all demand deposits, including demand deposits made 
by other banks, the United States, States, counties, school districts 
and other governmental subdivisions and municipalities, and all out- 
standing certified and officers’ checks (including checks issued by the 
bank in payment of dividends), letters of credit and travelers’ checks 
sold for cash, and drafts drawn upon or other authorizations to charge 
the member bank’s reserve account at the Federal Reserve bank. 

(g) Cash items in process of collection.—The term ‘“‘cash items in 
process of collection” means— 


(1) Checks in process of collection, drawn on a bank, private 
bank, or any other banking institution, which are payable im- 
mediately upon presentation in the United States, including 
checks with a Federal Reserve bank in process of collection and 
checks on hand which will be presented for payment or for- 
warded for collection on the following business day; 

(2) Government checks and warrants drawn on the Treasurer 
of the United States which are in process of collection; 

(3) Such other items in process of collection, payable immedi- 
ately upon presentation in the United States, as are customarily 
cleared or collected by banks as cash items. 


Items handled as non-cash collections may not be treated as “cash 
items in process of collection” within the meaning of this regulation. 

(h) Net demand deposits.—The term “net demand deposits” means 
gross demand deposits as defined in subsection (f) of this section 
less the deductions allowed under the provisions of subsection (b) of 
section 2 of this regulation. 


SECTION 2. COMPUTATION OF RESERVES 


(a) Amounts of reserves to be maintained.—Every member bank 
of the Federal Reserve System is required by law to maintain on 
deposit with the Federal Reserve bank of its district an actual net 
balance equal to three per cent of its time deposits plus— 


Seven per cent of its net demand deposits if not in a reserve 
or central reserve city. 
Ten per cent of its net demand deposits if in a reserve city, 
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except that if located in an outlying district of a reserve city or 
in territory added to such city by the extension of the city’s 
corporate limits such bank may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve Sys- 
tem, be permitted to maintain seven per cent reserves against 
its net demand deposits. 

Thirteen per cent of its net demand deposits if located in a 
central reserve city, except that if located in an outlying district 
of a central reserve city or in territory added to such city by 
the extension of the city’s corporate limits, such bank may, upon 
the affirmative vote of five members of the Board of Governors 
of the Federal Reserve System, be permitted to maintain seven 
per cent or ten per cent reserves against its net demand deposits. 


Notwithstanding any other provision of this regulation, the actual 
net balance which each member bank is required to maintain on 
deposit with the Federal Reserve bank of its district in accordance 
with the foregoing shall be changed by such percentage, within the 
limitations prescribed by law,® as the Board of Governors of the 
Federal Reserve System shall prescribe from time to time pursuant 
to the sixth paragraph of section 19 of the Federal Reserve Act, as 
amended by the Banking Act of 1935, in order to prevent injurious 
credit expansion or contraction. 

(6) Deductions allowed in computing reserves.—In determining 
the reserve balances required under the terms of this regulation, mem- 
ber banks may deduct from the amount of their gross demand de- 
posits the amounts of balances subject to immediate withdrawal due 
from other banks and cash items in process of collection as defined 
in subsection (g) of section 1 of this regulation. Balances “due from 
other banks” do not include balances due from Federal Reserve 
banks, balances (payable in dollars or otherwise) due from foreign 
banks or branches thereof wherever located, or balances due from 
foreign branches of domestic banks. The word “banks” in the term 
“due from other banks” refers to incorporated banks and does not 
include private banks or bankers.’ 

(c) Availability of cash items as reserve.—Cash items forwarded to 
a Federal Reserve bank for collection and credit cannot be counted 
as part of the minimum reserve balance to be carried by a member 











6 The amount of the reserves required to be maintained by any such member bank as a result 
of any such change may not be less than the amount of the reserves specified above nor more 
than twice such amount. 

7A member bank exercising fiduciary powers may not include in balances ‘‘due from other 
banks’ amounts of trust funds deposited with other banks and due to it as trustee or other 
fiduciary. If trust funds are deposited by the trust department of a member bank in its 
commercial or savings department and are then redeposited in another bank subject to immediate 
withdrawal they may be included by the member bank in balances “due from other banks’’, 
subject to the provisions of subsection (b) above. 
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bank with its Federal Reserve bank until the expiration of such time 
as may be specified in the appropriate time schedule referred to in 
Regulation J. If a member bank draw against checks before such 
time, the draft will be charged against its reserve balance if such 
balance be sufficient in amount to pay it; but any resulting impair- 
ment of reserve balances will be subject to the penalties provided by 
law and by this regulation. 

(d) Reserves against trust funds.—A member bank exercising trust 
powers need not maintain reserves against trust funds which it keeps 
properly segregated as trust funds and apart from its general assets 
or which it deposits in another institution to the credit of itself as 
trustee or other fiduciary. If, however, such funds are mingled with 
the general assets of the bank, as permitted to national banks under 
authority of section 11(k) of the Federal Reserve Act, a deposit 
liability thereby arises against which reserves must be maintained. 

(e) Continuance of “time deposit” status.—A deposit which at the 
time of deposit was a ‘‘deposit evidenced by a time certificate of 
deposit”, “time deposit, open account’’, or “savings deposit” continues 
to be a “time deposit” until maturity or the expiration of the period 
of notice of withdrawal, although it has become payable within thirty 
days. After the date of maturity of any time deposit, such deposit is 
a demand deposit. After the expiration of the period of notice given 
with respect to the repayment of any savings deposit or other time 
deposit, such deposit is a demand deposit, except that, if the owner 
of such deposit advise the bank in writing that the deposit will not 
be withdrawn pursuant to such notice or that the deposit will there- 
after again be subject to the contract or requirements applicable to 
such deposit, the deposit will again constitute a savings deposit or 
other time deposit, as the case may be, after the date upon which such 
advice is received by the bank. 


SECTION 3. DEFICIENCIES IN RESERVES 


(a) Computation of deficiencies. 


(1) Deficiencies in reserve balances of member banks in cities 
where Federal Reserve banks or branches thereof are located and 
in such other reserve cities as the Board of Governors of the 
Federal Reserve System may designate from time to time shall be 
computed on the basis of average daily net deposit balances cover- 
ing semiweekly periods. Deficiencies in reserve balances of mem- 
ber banks in all other reserve cities shall be computed on the 
basis of average daily net deposit balances covering weekly 
periods. Deficiencies in reserve balances of other member banks 
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shall be computed on the basis of average daily net deposit 
balances covering semimonthly periods.°® 

(2) In computing such deficiencies the required reserve balance 
of each member bank at the close of business each day shall be 
based upon its net deposit balances at the opening of business on 
the same day; and the semiweekly, weekly, and semimonthly 
periods referred to in paragraph (1) hereof shall end at the close 
of business on days to be fixed by the Federal Reserve banks with 
the approval of the Board of Governors of the Federal Reserve 
System. 


(5) Penalties. 


(1) Penalties for such deficiencies will be assessed monthly on 
the basis of average daily deficiencies during each of the reserve 
computation periods ending in the preceding calendar month. 

(2) Such penalties will be assessed at a rate of two per cent 
per annum above the Federal Reserve bank rate applicable to 
discounts of ninety day commercial paper for member banks, in 
effect on the first day of the calendar month in which the defi- 
ciencies occurred. 


(c) Notice to directors of banks deficient in reserves.—Whenever 
it shall appear that a member bank is not paying due regard to the 
maintenance of its reserves, the Federal Reserve bank shall address a 
letter to each director of such bank calling attention to the situation 
and advising him of the requirements of the law and of this regula- 
tion regarding the maintenance of reserves and the personal liability 
of the directors permitting violations of the laws. 

(d) Continued deficiencies.—If, after the notice provided for in 
subsection (c) of this section 3 has been given, it shall appear that 
the member bank is continuing its failure to pay due regard to the 
maintenance of its reserves, the Federal Reserve bank shall report 
such fact to the Board of Governors of the Federal Reserve System 
with a recommendation as to whether or not the Board should— 


(1) In the case of a national bank, direct the Comptroller of 
the Currency to bring suit to forfeit the charter of such national 
bank pursuant to section 2 of the Federal Reserve Act; or 

(2) In the case of a State member bank, institute proceedings 
to require such bank to surrender its stock in the Federal Reserve 
bank and to forfeit all rights and privileges of membership pur- 
suant to section 9 of the Federal Reserve Act; or 











8 Deficiencies in reserve balances of member banks in outlying sections of central reserve 
and reserve cities which have been authorized by the Board of Governors of the Federal Reserve 
System, under the provisions of subsection (a) of section 2 of this regulation, to maintain 
seven per cent reserves against demand deposits, will also be computed on the basis of average 
daily net deposit balances covering semimonthly periods. 
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(3) In either case, take such other action as the Federal Re- 
serve bank may recommend or the Board of Governors of the 
Federal Reserve System may consider advisable. 


SECTION 4. LOANS AND DIVIDENDS WHILE RESERVES ARE DEFICIENT 


It is unlawful for any member bank the reserves of which are defi- 
cient to make any new loans or pay any dividends unless and until 
the total reserves required by law are fully restored, and the payment 
of penalties for deficiencies in reserves does not exempt member banks 
from this prohibition of law. As provided in section 3 of this regula- 
tion, penalties for deficiencies in reserves are computed on the basis 
of the average reserve balances for semiweekly, weekly, or semi- 
monthly periods; but this prohibition of law applies whenever the re- 
serves are deficient for one day or more, regardless of whether or not 
the average reserve balances for the semiweekly, weekly, or semi- 
monthly period are deficient. 


REGULATION D 11 


APPENDIX 


STATUTORY PROVISIONS 


Section 19 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the Federal Reserve System is 
authorized, for the purposes of this section, to define the terms 
“demand deposits”, “gross demand deposits’, “deposits payable on 
demand”, “time deposits”, “savings deposits”, and “trust funds”, 
to determine what shall be deemed to be a payment of interest, 
and to prescribe such rules and regulations as it may deem neces- 
sary to effectuate the purposes of this section and prevent eva- 
sions thereof: Provided, That, within the meaning of the pro- 
visions of this section regarding the reserves required of member 
banks, the term “time deposits” shall include “savings deposits” 


Every bank, banking association, or trust company which is or 
which becomes a member of any Federal reserve bank shall estab- 
lish and maintain reserve balances with its Federal reserve bank 
as follows: 


(a) If not in a reserve or central reserve city, as now or 
hereafter defined, it shall hold and maintain with the Federal 
reserve bank of its district an actual net balance equal to not 
less than seven per centum of the aggregate amount of its 
demand deposits and three per centum of its time deposits. 

(b) If in a reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal reserve bank of its 
district an actual net balance equal to not less than ten per 
centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits: Provided, however, 
That if located in the outlying districts of a reserve city or 
in territory added to such a city by the extension of its 
corporate charter, it may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve 
System, hold and maintain the reserve balances specified in 
paragraph (a) hereof. 

(c) If in a central reserve city, as now or hereafter defined, 
it shall hold and maintain with the Federal reserve bank of 
its district an actual net balance equal to not less than thir- 
teen per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits: Provided, 
however, That if located in the outlying districts of a central 
reserve city or in territory added to such city by the exten- 
sion of its corporate charter, it may, upon the affirmative 
vote of five members of the Board of Governors of the Fed- 
eral Reserve System, hold and maintain the reserve balances 
specified in paragraphs (a) or (b) thereof. 

Notwithstanding the other provisions of this section, the Board 


of Governors of the Federal Reserve System, upon the affirmative 
vote of not less than four of its members, in order to prevent 
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injurious credit expansion or contraction, may by regulation 
change the requirements as to reserves to be maintained against 
demand or time deposits or both by member banks in reserve 
and central reserve cities or by member banks not in reserve or 
central reserve cities or by all member banks; but the amount 
of the reserves required to be maintained by any such member 
bank as a result of any such change shall not be less than the 
amount of the reserves required by law to be maintained by such 
bank on the date of enactment of the Banking Act of 1935 nor 
more than twice such amount. 
* * * % * % * * 


The required balance carried by a member bank with a Federal 
reserve bank may, under the regulations and subject to such 
penalties as may be prescribed by the Board of Governors of the 
Federal Reserve System, be checked against and withdrawn by 
such member bank for the purpose of meeting existing liabilities: 
Provided, however, That no bank shall at any time make new 
loans or shall pay any dividends unless and until the total balance 
required by law is fully restored. 

In estimating the reserve balances required by this Act, member 
banks may deduct from the amount of their gross demand deposits 
the amounts of balances due from other banks (except Federal 
Reserve banks and foreign banks) and cash items in process of 
collection payable immediately upon presentation in the United 
States, within the meaning of these terms as defined by the Board 
of Governors of the Federal Reserve System. 

*% * % * % * * * 


Notwithstanding the provisions of the First Liberty Bond Act, 
as amended, the Second Liberty Bond Act, as amended, and the 
Third Liberty Bond Act, as amended, member banks shall be 
required to maintain the same reserves against deposits of public 
moneys by the United States as they are required by this section 
to maintain against other deposits. 


Section 11 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the Federal Reserve System shall 
be authorized and empowered: * * * (c) To suspend for a period 
not exceeding thirty days, and from time to time to renew such 
suspension for periods not exceeding fifteen days, any reserve 
requirements specified in this Act: Provided, That it shall estab- 
lish a graduated tax upon the amounts by which the reserve 
requirements of this Act may be permitted to fall below the level 
hereinafter specified * * *. 
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BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM 


SUPPLEMENT TO REGULATION D 


Effective as to each member bank after the close of business 
August 15, 1936 


Reserves required to be maintained by member banks with 
Federal Reserve banks 


Pursuant to the provisicns of section 19 of the Federal Reserve 
Act and section 2(a) of its Regulation D, the Board of Governors 
of the Federal Reserve System hereby increases by 50 per cent the 
percentages of time deposits and net demand deposits set forth in 
paragraphs (a), (b), and (c) of section 19 of the Federal Reserve 
Act and section 2(a) of Regulation D which each member bank is 
required to maintain on deposit with the Federal Reserve bank of its 
district. 
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BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM 


SUPPLEMENT TO REGULATION D 


Effective as to each member bank at the opening of business on 
April 16, 1988 


Reserves required to be maintained by member banks with 
Federal Reserve banks 


Pursuant to the provisions of section 19 of the Federal 
Reserve Act and section 2(a) of its Regulation D, the Board 
of Governors of the Federal Reserve System hereby prescribes 
the following reserve balances which each member bank of the 
Federal Reserve System is required to maintain on deposit with 
the Federal Reserve bank of its district: 


5 percent of its time deposits plus— 


12 percent of its net demand deposits if not in a reserve 
or central reserve city; 


1714 percent of its net demand deposits if in a reserve city, 
except that if located in an outlying district of a reserve city 
or in territory added to such city by the extension of the city’s 
corporate limits, such bank may, upon the affirmative vote of 
five members of the Board of Governors of the Federal Reserve 
System, be permitted to maintain 12 percent reserves against 
its net demand deposits; 


2234, percent of its net demand deposits if located in a cen- 
tral reserve city, except that if located in an outlying district 
of a central reserve city or in territory added to such city by the 
extension of the city’s corporate limits, such bank may, upon the 
affirmative vote of five members of the Board of Governors of 
the Federal Reserve System, be permitted to maintain 12 percent 
or 1714 percent reserves against its net demand deposits. 


The supplements to Regulation D which have previously 
been issued are hereby revoked and superseded. 
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FEDERAL RESERVE BANK OF RICHMOND 





April 15, 1938 
To MEMBER BANKS 


OF THE FIFTH FEDERAL RESERVE DISTRICT: 


The Board of Governors of the Federal Reserve System has today adopted the following sup- 
plement to Regulation D, “Reserves of Member Banks’, to supersede the existing supplement to 
Regulation D, effective at the opening of business on April 16, 1938: 


SUPPLEMENT TO REGULATION D 


Effective as to each member bank at the opening of business on April 16,\ 1938 


Reserves required to be maintained by member banks with Federal Reserve \banks 


@ 
E 
‘ 


; 
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Pursuant to the provisions of section 19 of the Federal Reserve Act and “sci Se its 
Regulation D, the Board of Governors of the Federal Reserve System hereby prescribes the fol- 
lowing reserve balances which each member bank of the Federal Reserve System is required to 
maintain on deposit with the Federal Reserve Bank of its district: 


a S - - 


bi 5 percent of its time deposits plus— 
12 percent of its net demand deposits if not in a reserve or central reserve city; 

1714 percent of its net demand deposits if in a reserve city, except that if located in an out- 
lying district of a reserve city or in territory added to such city by the extension of the city’s 
corporate limits such bank may, upon the affirmative vote of five members of the Board of Gov- 
ernors of the Federal Reserve System, be permitted to maintain 12 percent reserves against its 
£ net demand deposits; 
| 2234, percent of its net demand deposits if located in a central reserve city, except that if 
located in an gutlxing district of a central reserve city or in territory added to such city by the ~ 
extension of h city’s corporate limits, such bank may, upon the affirmative vote of five members | 
of the Board tf Governors of the Federal Reserve System, be aise to PRESS 12 percent & 
17% percent reserves against its net demand deposits. 

The supplements to Regulation D which have previously been issued are Herehe revoked and» 
superseded. \) 


















ad 


The following statement regarding its action was given to the Press by the Board this after- 
noon for release in the morning’s papers of April 16, 1938: 


“As a part of the Government’s program for encouragement of business recovery, the Board 


P of Governors has reduced reserve requirements on all classes of deposits for all member banks, 
ey effective at the opening of business on April 16, 1938. By this action excess reserves of member 
re 3 will be increased by about $750,000,000. a 


“Reserve requirements in effect prior to April 16, 1938, and thereafter are shown in nay fol- 
lox ag table: 


> Prior to Beginning 
Classes of Member Banks and April 16 April 16 
of Deposits Percent Percent 

Demand Deposits: 

Central reserveccity Danks... ci... eet ee ceete 26 2234, 

Beer CTL arya TK Sis West igs lok ae Sho oe ap eae aas on 20 171% 

ROMER Vater ee ett te. Le Sem 14 Bp 
Time Deposits: 


All classes of member banks ................-.------------ 6 5” 


Very truly yours, 


\ _ President. 
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SUPPLEMENT TO REGULATION D 


Effective as to each member bank at the opening of 
business on November 1, 1941 
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SUPPLEMENT TO REGULATION D 


Effective as to each member bank at the opening of 
business on November 1, 1941 * 


RESERVES REQUIRED TO BE 
MAINTAINED BY MEMBER BANKS 
WITH FEDERAL RESERVE BANKS 


Pursuant to the provisions of section 19 of the Federal Reserve Act 
and section 2(a) of its Regulation D, the Board of Governors of the 
Federal Reserve System hereby prescribes the following reserve bal- 
ances which each member bank of the Federal Reserve System is 
required to maintain on deposit with the Federal Reserve Bank’ of its 
district: 


6 per cent of its time deposits plus— 


14 per cent of its net demand deposits if not in a reserve or 
central reserve city; 


20 per cent of its net demand deposits if in a reserve city, except 
that if located in an outlying district of a reserve city or in territory 
added to such city by the extension of the city’s corporate limits such 
bank may, upon the affirmative vote of five members of the Board 
of Governors of the Federal Reserve System, be permitted to main- 
tain 14 per cent reserves against its net demand deposits; 


26 per cent of its net demand deposits if located in a central reserve 
city, except that if located in an outlying district of a central reserve 
city or in territory added to such city by the extension of the city’s 
corporate limits, such bank may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve System, 
be permitted to maintain 14 per cent or 20 per cent reserves against 
its net demand deposits. ji 


The supplements to Regulation D which have previously been issued 
are hereby revoked and superseded. 


* The penalties prescribed by section 3(b) of Regulation D on deficiencies occurring prior to 
December 1, 1941, shall be assessed on the basis of the reserve requirements in effect immediately 
prior to the adoption of this supplement. 
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AMENDMENT TO REGULATION D 


Effective February 28, 1942 


1. Subsection (a) of section 3 of Regulation D is amend- 
ed to read as follows: 


(a) Computation of Deficiencies. 


(1) Deficiencies in reserve balances of member 
banks in central reserve cities and in reserve cities shall 
be computed on the basis of average daily net deposit 
balances covering weekly periods. Deficiencies in re- 
serve balances of other member banks shall be computed 
on the basis of average daily net deposit balances cover- 
ing semi-monthly periods.*® 

(2) In computing such deficiencies the required re- 
serve balance of each member bank at the close of busi- 
ness each day shall be based upon its net deposit balances 
at the opening of business on the same day; and the 
weekly and semimonthly periods referred to in para- 
graph (1) hereof shall end at the close of business on 

. days to be fixed by the Federal Reserve banks with the 
approval of the Board of Governors of the Federal Re- 
serve System. 


2. Section 4 of Regulation D is amended to read as fol- 
lows: 
SECTION 4. LOANS AND DIVIDENDS WHILE RESERVES 
ARE DEFICIENT 


It is unlawful for any member bank the reserves of 
which are deficient to make any new loans or pay any 
dividends unless and until the total reserves required by 
law are fully restored, and the payment of penalties for 
deficiencies in reserves does not exempt member banks 
from this prohibition of law. As provided in section 3 of 
this regulation, penalties for deficiencies in reserves are 
computed on the basis of the average reserve balances 
for weekly or semimonthly periods; but this prohibition 
of law applies whenever the reserves are deficient for 
one day or more, regardless of whether or not the aver- 
age reserve balances for the weekly or semimonthly pe- 
riod are deficient. 

8 Deficiencies in reserve balances of member banks in outlying sections of central re- 
serve and reserve cities which have been authorized by the Board of Governors of the Federal 
Reserve System, under the provisions of subsection (a) of section 2 of this regulation, to 


maintain seven per cent reserves against demand deposits, will also be computed on the basis 
of average daily net deposit balances covering semimonthly periods. 
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REGULATION D 


This Regulation as printed herewith is in 
the form as amended effective July 14, 1942. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed 
to the Federal Reserve Bank or Federal 
Reserve branch bank of the district 
in which the inquiry arises. 
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REGULATION D 


Amended effective July 14, 1942 


RESERVES OF MEMBER BANKS 


AUTHORITY FOR REGULATION 


This regulation is issued under authority of provisions of section 
19 of the Federal Reserve Act. which, together with related provisions 
of law, are published in the Appendix hereto. 


SECTION 1. DEFINITIONS 


(a) Demand deposits.—The term “demand deposits” includes all 
deposits except ‘“‘time deposits” as defined below. 

(6) Time deposits.—The term “time deposits” means “time cer- 
tificates of deposit”, ‘‘time deposits, open account” and “savings de- 
posits’, as defined below. 

(c) Time certificates of deposit.—The term “time certificate of 
deposit” means, a deposit evidenced by a negotiable or non-negotiable 
instrument which provides on its face that the amount of such deposit 
is payable to bearer or to any specified person or to his order— 


(1) On a certain date, specified in the instrument, not less 
than thirty days after the date of the deposit, or 

(2) At the expiration of a certain specified time not less than 
thirty days after the date of the instrument, or 

(3) Upon notice in writing which is actually required to be 
given not less than thirty days before the date of repayment,' 
and 

(4) In all cases only upon presentation and surrender of the 
instrument. 


(d) Time deposits, open account.—The term “time deposit, open 
account” means a deposit, other than a “time certificate of deposit” 
or a “savings deposit”, with respect to which there is in force a writ- 
ten contract with the depositor that neither the whole nor any part of 
such deposit may be withdrawn, by check or otherwise, prior to the 

1A deposit with respect to which the bank merely reserves the right to require notice of not 


less than thirty days before any withdrawal is made is not a ‘‘time certificate of deposit’ 
within the meaning of the above definition. 
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date of maturity, which shall be not less than thirty days after the 
date of the deposit,’ or prior to the expiration of the period of notice 
which must be given by the depositor in writing not less than thirty 
days in advance of withdrawal.® 

(e) Savings deposits—The term “savings deposit” means a de- 
posit, evidenced by a pass book, consisting of funds (i) deposited to 
the credit of one or more individuals, or of a corporation, association 
or other organization operated primarily for religious, philanthropic, 
charitable, educational, fraternal or other similar purposes and not 
operated for profit,‘ or (ii) in which the entire beneficial interest is 
held by one or more individuals or by such a corporation, association 
or other organization, and in respect to which deposit— 


(1) The depositor is required, or may at any time be required, 
by the bank to give notice in writing of an intended withdrawal 
not less than thirty days before such withdrawal is made; 

(2) Withdrawals are permitted in only two ways, eithér (i) 
upon ‘presentation of the pass book, through payment to the per- 
son presenting the pass book, or (ii) without presentation of the 
pass book, through payment to the depositor himself but not to 
any other person whether or not acting for tne depositor.® 


The presentation by any officer, agent or employee of the bank of 
a pass book or a duplicate thereof retained by the bank or by any 
of its officers, agents or employees is not a presentation of the pass 
book within the meaning of this regulation except where the pass 
book is held by the bank as a part of an estate of which the bank 
is a trustee or other fiduciary, or where the pass book is held by the 
bank as security for a loan. If a pass book is retained by the bank, 
it may not be delivered to any person other than the depositor for 
the purpose of enabling such person to present the pass book in 
order to make a withdrawal, although the bank may deliver the pass 


2 Deposits, such as Christmas club accounts and vacation club accounts, which are made under 
written contracts providing that no withdrawal shall be made until a certain number of periodic 
deposits have been made during a period cf not less than three months constitute ‘“‘time deposits, 
open account’’ even though some of the deposits are made within thirty days from the end of 
such period. 

3 A deposit with respect to which the bank merely reserves the right to require notice of not less 
than thirty days before any withdrawal is made is not a ‘‘time deposit, open account’’, within 
the meaning of the above definition. 

4 Deposits in joint accounts of two or more individuals may be classified as savings deposits 
if they meet the other requirements of the above definition, but deposits of a partnership 
operated for profit may not be so classified. Deposits to the credit of an individual of funds 
in which any beneficial interest is held by a corporation, partnership, association or other 
organization operated for profit or not operated primarily for religious, philanthropic, charitable, 
educational, fraternal or other similar purposes may not be classified as savings deposits. 

5 Presentation of a pass book may be made over the counter or through the mails; and 
payment may be made over the counter, through the mails or otherwise, subject to the limita- 
tions of paragraph (2) above as to the person to whom such payment may be made. 


6 REGULATION D 


book to a duly authorized agent of the depositor for transmittal to 
the depositor. 

Every withdrawal made upon presentation of a pass book shall 
be entered in the pass book at the time of the withdrawal, and every 
other withdrawal shall be entered in the pass book as soon as prac- 
ticable after the withdrawal is made. 

(f) Gross demand deposits.—The term ‘“‘gross demand deposits” 
means the sum of all demand deposits, including demand deposits made 
by other banks, the United States, States, counties, school districts 
and other governmental subdivisions and municipalities, and all out- 
standing certified and officers’ checks (including checks issued by the 
bank in payment of dividends), letters of credit and travelers’ checks 
sold for cash, and drafts drawn upon or other authorizations to charge 
the member bank’s reserve account at the Federal Reserve bank. 

(g) Cash items in process of collection.—The term “cash items in 
process of collection” means— 


(1) Checks in process of collection, drawn on a bank, private 
bank, or any other banking institution, which are payable im- 
mediately upon presentation in the United States, including 
checks with a Federal Reserve bank in process of collection and 
checks on hand which will be presented for payment or for- 
warded for collection on the following business day; 

(2) Government checks and warrants drawn on the Treasurer 
of the United States which are in process of collection; 

(3) Such other items in process of collection, payable immedi- 
ately upon presentation in the United States, as are customarily 
cleared or collected by banks as cash items. 


Items handled as non-cash collections may not be treated as ‘“‘cash 
items in process of collection” within the meaning of this regulation. 

(h) Net demand deposits.—The term ‘“‘net demand deposits” means 
gross demand deposits as defined in subsection (f) of this section 
less the deductions allowed under the provisions of subsection (b) of 
section 2 of this regulation. 


SECTION 2. COMPUTATION OF RESERVES 


(a) Amounts of reserves to be maintained.—Every member bank 
of the Federal Reserve System is required by law to maintain on 
deposit with the Federal Reserve bank of its district an actual net 
balance equal to three per cent of its time deposits plus— 


Seven per cent of its net demand deposits if not in a reserve 
or central reserve city. 
Ten per cent of its net demand deposits if in a reserve city, 
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except that if located in an outlying district of a reserve city or 
in territory added to such city by the extension of the city’s 
corporate limits such bank may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve Sys- 
tem, be permitted to maintain seven per cent reserves against 
its net demand deposits. 

Thirteen per cent of its net demand deposits if located in a 
central reserve city, except that if located in an outlying district 
of a central reserve city or in territory added to such city by 
the extension of the city’s corporate limits, such bank may, upon 
the affirmative vote of five members of the Board of Governors 
of the Federal Reserve System, be permitted to maintain seven 
per cent or ten per cent reserves against its net demand deposits. 


Notwithstanding any other provision of this regulation, the actual 
net balance which each member bank is required to maintain on 
deposit with the Federal Reserve bank of its district in accordance 
with the foregoing shall be changed by such percentage, within the 
limitations prescribed by law,* as the Board of Governors of the 
Federal Reserve System shall prescribe from time to time pursuant 
to the sixth paragraph of section 19 of the Federal Reserve Act, as 
amended, in order to prevent injurious credit expansion or contrac- 
tion. 

(6) Deductions allowed in computing reserves.—In determining 
the reserve balances required under the terms of this regulation, mem- 
ber banks may deduct from the amount of their gross demand de- 
posits the amounts of balances subject to immediate withdrawal due 
from other banks and cash items in process of collection as defined 
in subsection (g) of section 1 of this regulation. Balances “due from 
other banks” do not include balances due from Federal Reserve 
banks, balances (payable in dollars or otherwise) due from foreign 
banks or branches thereof wherever located, or balances due from 
foreign branches of domestic banks. The word “banks” in the term 
“due from other: banks” refers to incorporated banks and does not 
include private banks or bankers.’ 

(c) Availability of cash items as reserve.—Cash items forwarded to 
a Federal Reserve bank for collection and credit cannot be counted 
as part of the minimum reserve balance to be carried by a member 

6 The amount of the reserves required to be maintained by any such member bank as a result 
of any such change may not be less than the amount of the reserves specified above nor more 
than twice such amount. 

7A member bank exercising fiduciary powers may not include in balances ‘‘due from other 
banks’” amounts of trust funds deposited with other banks and due to it as trustee or other 
fiduciary. If trust funds are deposited by the trust department of a member bank in its 
commercial or savings department and are then redeposited in another bank subject to immediate 


withdrawal they may be included by the member bank in balances ‘“‘due from other banks’’, 
subject to the provisions of subsection (b) above. 
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bank with its Federal Reserve bank until the expiration of such time 
as may be specified in the appropriate time schedule referred to in 
Regulation J. If a member bank draw against items before such 
time, the draft will be charged against its reserve balance if such 
balance be sufficient in amount to pay it; but any resulting impair- 
ment of reserve balances will be subject to the penalties provided by 
law and by this regulation: Provided, however, That the Federal 
Reserve bank may, in its discretion, refuse at any time to permit 
the withdrawal or other use of credit given in its reserve account for 
any item for which the Federal Reserve bank has not received pay- 
ment in actually and finally collected funds. 


(d) Reserves against trust funds.—A member bank exercising trust 
powers need not maintain reserves against trust funds which it keeps 
properly segregated as trust funds and apart from its general assets 
or which it deposits in another institution to the credit of itself as 
trustee or other fiduciary. If, however, such funds are mingled with 
the general assets of the bank, as permitted to national banks under 
authority of section 11(k) of the Federal Reserve Act, a deposit 
liability thereby arises against which reserves must be maintained. 

(e) Continuance of “time deposit” status.—A deposit which at the 
time of deposit was a “deposit evidenced by a time certificate of 
deposit”, “time deposit, open account”, or “‘savings deposit”? continues 
to be a “time deposit” until maturity or the expiration of the period 
of notice of withdrawal, although it has become payable within thirty 
days. After the date of maturity of any time deposit, such deposit is 
a demand deposit. After the expiration of the period of notice given 
with respect to the repayment of any savings deposit or other time 
deposit, such deposit is a demand deposit, except that, if the owner 
of such deposit advise the bank in writing that the deposit will not 
be withdrawn pursuant to such notice or that the deposit will there- 
after again be subject to the contract or requirements applicable to 
such deposit, the deposit will again constitute a savings deposit or 
other time deposit, as the case may be, after the date upon which such 
advice is received by the bank. 


SECTION 3. DEFICIENCIES IN RESERVES 


(a) Computation of deficiencies. 


(1) Deficiencies in reserve balances of member banks in central 
reserve cities and in reserve cities shall be computed on the basis 
of average daily net deposit balances covering weekly periods. 
Deficiencies in reserve balances of other member banks shall be 


REGULATION D 9 


computed on the basis of average daily net deposit balances 
covering semimonthly periods.® 


(2) In computing such deficiencies the required reserve balance 
of each member bank at the close of business each day shall be 
based upon its net deposit balances at the opening of business on 
the same day; and the weekly and semimonthly periods referred 
to in paragraph (1) hereof shall end at the close of business on 
days to be fixed by the Federal Reserve banks with the approval 
of the Board of Governors of the Federal Reserve System. 


(b) Penalties. 


(1) Penalties for such deficiencies will be assessed monthly on 
the basis of average daily deficiencies during each of the reserve 
computation periods ending in the preceding calendar month. 

(2) Such penalties will be assessed at a rate of two per cent 
per annum above the Federal Reserve bank rate applicable to 
discounts of ninety day commercial paper for member banks, in 
effect on the first day of the calendar month in which the defi- 
clencies occurred. 


(c) Notice to directors of banks deficient in reserves.—Whenever 
it shall appear that a member bank is not paying due regard to the 
maintenance of its reserves, the Federal Reserve bank shall address a 
letter to each director of such bank calling attention to the situation 
and advising him of the requirements of the law and of this regula- 
tion regarding the maintenance of reserves. 


(d) Continued deficiencies.—If, after the notice provided for in 
subsection (c) of this section 3 has been given, it shall appear that 
the member bank is continuing its failure to pay due regard to the 
maintenance of its reserves, the Federal Reserve bank shall report 
such fact to the Board of Governors of the Federal Reserve System 
with a recommendation as to whether or not the Board should— 


(1) In the case of a national bank, direct the Comptroller of 
the Currency to bring suit to forfeit the charter of such national 
bank pursuant to section 2 of the Federal Reserve Act; or 

(2) In the case of a State member bank, institute proceedings 
to require such bank to surrender its stock in the Federal Reserve 
bank and to forfeit all rights and privileges of membership pur- 
suant to section 9 of the Federal Reserve Act; or 

® Deficiencies in reserve balances of member banks in outlying sections of central reserve 
and reserve cities which have been authorized by the Board of Governors of the Federal Reserve 
System, under the provisions of subsection (a) of section 2 of this regulation, to maintain 


seven per cent reserves against demand deposits, will also be computed on the basis of average 
daily net deposit balances covering semimonthly pcriods. 
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(3) In either case, take such other action as the Federal Re- 
serve bank may recommend or the Board of Governors of the 
Federal Reserve System may consider advisable. 
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APPENDIX 


STATUTORY PROVISIONS 


Section 19 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the Federal Reserve System is 
authorized, for the purposes of this section, to define the terms 
“demand deposits”, “gross demand deposits’, “deposits payable on 
demand”, “time deposits”, ‘savings deposits”, and ‘trust funds”, 
to determine what shall be deemed to be a payment of interest, 
and to prescribe such rules and regulations as it may deem neces- 
sary to effectuate the purposes of this section and prevent eva- 
sions thereof: Provided, That, within the meaning of the pro- 
visions of this section regarding the reserves required of member 
banks, the term “time deposits” shall include “savings deposits” 


Every bank, banking association, or trust company which is. or 
which becomes a member of any Federal reserve bank shall estab- 
lsh and ‘maintain reserve balances with its Federal reserve bank 
as follows: 


(a) If not in a reserve or central reserve city, as now or 
hereafter defined, it shall hold and maintain with the Federal 
reserve bank of its district an actual net balance equal to not 
less than seven per centum of the aggregate amount of its 
demand deposits and three per centum of its time deposits. 

(b) If in a reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal reserve bank of its 
district an actual net balance equal to not less than ten per 
eentum of the aggregate amount of its demand deposits and 
three per centum of its time deposits: Provided, however, 
That if located in the outlying districts of a reserve city or 
in territory added to such a city by the extension of its 
corporate charter, it may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve 
System, hold and maintain the reserve balances specified in 
paragraph (a) hereof. 

(c) If in a central reserve city, as now or hereafter defined, 
it shall hold and maintain with the Federal reserve bank of 
its district an actual net balance equal to not less than thir- 
teen per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits: Provided, 
however, That if located in the outlying districts of a central 
reserve city or in territory added to such city by the exten- 
sion of its corporate charter, it may, upon the affirmative 
vote of five members of the Board of Governors of the Fed- 
eral Reserve System, hold and maintain the reserve balances 
specified in paragraphs (a) or (b) thereof. 

Notwithstanding the other provisions of this section, the Board 


of Governors of the Federal Reserve System, upon the affirmative 
vote of not less than four of its members, in order to prevent 
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injurious credit expansion or contraction, may by regulation 
change the requirements as to reserves to be maintained against 
demand or time deposits or both (1) by membér banks in central 
reserve cities or Ay by member banks in reserve cities or (3) by 
member banks not M reserve or central reserve cities or 44)_by 
all member banks; but the amount of the reserves required’ to - 
be maintained -by any such member bank as a result of any such 
change shall not be less than the amount of the reserves required 
by law to be maintained by such bank on the date of enactment 
of the Banking Act of 1935 nor more than twice such amount. 


* * *% * % * * * 


The required balance carried by a member bank with a Federal 
reserve bank may, under the regulations and subject to such 
penalties as.may be prescribed by the Board of Governors of the 
Federal Réserve-System, be checked against and withdrawn by 
such megber bank for the purpose of meeting existing liabilities. 


In estimating the reserve balances required by this Act, member 
banks may deduct from the amount of their gross demand deposits 
the amgfints of balances due from other banks (except Federal 
Resger¥e banks and foreign banks) and cash items in process of 
cSlection payable immediately upon presentation in the United 
States, within the meaning of these terms as defined by the Board 
of Governors of thé Federgl Reserve System. 

a * * % * * *% * 


Notwithstanding the provisions of the First Liberty Bond Act, 
as amended, the Second Liberty Bond Act, as amended, and the 
Third Liberty Bond Act, as amended, member banks shall be 
required to maintain the same reserves against deposits of public 
moneys by the United States as they are required by this section 
to maintain against other deposits. 


Section 11 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the. Federal Reserve System shall 
be authorized and empowered, * * * (c) To suspend for a period 
not exceeding thirty days, afd fromAime to time to renew such 
suspension for periods not exceedifg fifteen days, any reserve 
requirements specified in this Act: Provided, That it shall estab- 
lish a graduated tax upon the amounts by which the reserve 
requirements of this Act may be permitted to fall below the level 
hereinafter specified * * *. 
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SUPPLEMENT TO REGULATION D 


Effective as to each member bank at the opening of business on 


October 3, 1942 


RESERVES REQUIRED TO BE 
MAINTAINED BY MEMBER BANKS 
WITH FEDERAL RESERVE BANKS 


Pursuant to the provisions of section 19 of the Federal Re- 
serve Act and section 2(a) of its Regulation D, the Board of 
Governors of the Federal Reserve System hereby prescribes 
the following reserve balances which each member bank of 
the Federal Reserve System is required to maintain on deposit 
with the Federal Reserve Bank: of its district: 


6 per cent of its time deposits plus—— 


14 per cent of its net demand deposits if not in a reserve 
or central reserve city ; 


20 per cent of its net demand deposits if in a reserve city, 
except as to any bank located in an outlying district of a 
reserve city or in territory added to such city by the exten- 
sion of the city’s corporate limits, which, by the affirmative 
vote of five members of the Board of Governors of the Fed- 
eral Reserve System, is permitted to maintain 14 per cent 
reserves against its net demand deposits; 


20 per cent of its net demand deposits if located in a 
central reserve city, except as to any bank located in an 
outlying district of a central reserve city or in territory 
added to such city by the extension of the city’s corporate 
limits, which, by the affirmative vote of five members of the 
Board of Governors of the Federal Reserve System, is per- 
mitted to maintain 14 per cent or 20 per cent reserves 
against its net demand deposits. 


The supplements to Regulation D which have previously 
been issued are hereby revoked and superseded. 
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ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 
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Regulation Dis hereby amended in the following respects, effective 
April 13, 1943: 


Paragraph (b) of section 2 of Regulation D is amended by striking 
out the period at the end of the first sentence thereof and insert- 
ing the following: 


"and, until six months after the cessation of hostilities in the 
present war as determined by proclamation of the President or con- 
current resolution of the Congress, no deposit payable to the United 
States by any member bank arising solely as the result of subscrip- 
tions made by or through such member bank for United States Government 
securities issued under authority of the Second Liberty Bond Act, as 
amended, shall be included in net demand deposits orin time deposits 
which are subject to reserve requirements." 
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AMENDMENT TO REGULATION D 
ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Section 2, subsection (a) of RegulationDis amended, effective 
» August 1, 1945, by inserting immediately before the last para~ 
graph of such subsection the following new paragraph: 


"For the purposes of this subsection and of paragraph (1) of 
subsection (a) of section 3 of this regulation, a member bank 
shall be considered tobe in a central reserve city if the head 
office or any branch of such bank is located in a central re- 
serve city, and a member bank shall be considered to be in a 
reserve city if the head office or any branch thereof is loca- 
ted in a reserve city and neither the head office nor any 
branch thereof is located in a central reserve city; provided 
that, if a member bank is considered to be in a central re— 
serve city or a reserve city under this paragraph solely by 
reason of the location of an office of such bank in an outly- 
ing district of such a city or in territory added to such city 
by the extensionof the city's corporate limits, such bank may, 
upon the affirmative vote of five members of the Board of Gov- 
ernors of the Federal Reserve System, be permitted to main- 
tain lower reserve balances as above provided in this sub- 
section." 
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Effective as to each member bank at the opening of 
business on February 27, 1948 


RESERVES REQUIRED TO BE 
rag MAINTAINED BY MEMBER BANKS 
WITH FEDERAL RESERVE BANKS 


Pursuant to the provisions of section 19 of the Federal Reserve 
Act and section 2(a) of its Regulation D, the Board of Governors 
of the Federal Reserve System hereby prescribes the following 
reserve balances which each member bank of the Federal Reserve 
System is required to maintain on deposit with the Federal Re- 
serve Bank of its district: 


6 per cent of its time deposits plus— 


14 per cent of its net demand deposits if not in a reserve or cen- 
tral reserve city; 


20 per cent of its net demand deposits if in a reserve city, except 
as to any bank located in an outlying district of a reserve city or 
in territory added to such city by the extension of the city’s 
corporate limts, which, by the affirmative vote of five members of 
the Board of Governors of the Federal Reserve System, is per- 
mitted to maintain 14 per cent reserves against its net demand 
deposits ; 


22 per cent of its net demand deposits if located in a central 
reserve city, except as to any bank located in an outlying district 
of a central reserve city or in territory added to such city by the 
extension of the city’s corporate limits, which, by the affirmative 
vote of five members of the Board of Governors of the Federal 
Reserve System, is permitted to maintain 14 per cent or 20 per 
cent reserves against its net demand deposits. 
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REGULATION D 


This Regulation as printed herewith is in 
the form as amended effective September 16, 1948. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed 
to the Federal Reserve Bank or Federal 
Reserve branch bank of the district 
in which the inquiry arises. 
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REGULATION D 


Amended effective September 16, 1948. 


RESERVES OF MEMBER BANKS 


AUTHORITY FOR REGULATION 


This regulation is issued under authority of provisions of section 
19 of the Federal Reserve Act which, together with related provisions 
of law, are published in the Appendix hereto. 


SECTION 1. DEFINITIONS 


(a) Demand deposits.—The term “demand deposits” includes all 
deposits except “time deposits” as defined below. 

(6) Time deposits.—The term “time deposits” means “time cer- 
tificates of deposit’’, ‘‘time deposits, open account” and “savings de- 
posits”, as defined below. 

(c) Time certificates of deposit-—The term “time certificate of 
deposit”” means a deposit evidenced by a negotiable or non-negotiable 
instrument which provides on its face that the amount of such deposit 
is payable to bearer or to any specified person or to his order— 


(1) On a certain date, specified in the instrument, not less 
than thirty days after the date of the deposit, or 

(2) At the expiration of a certain specified time not less than 
thirty days after the date of the instrument, or 

(3) Upon notice in writing which is actually required to be 
given not less than thirty days before the date of repayment, 
and 

(4) In all cases only upon presentation and surrender of the 
instrument. 


(d) Time deposits, open account.—The term “time deposit, open 
account” means a deposit, other than a “time certificate of deposit” 
or a “savings deposit”, with respect to which there is in force a writ- 
ten contract with the depositor that neither the whole nor any part of 
such deposit may be withdrawn, by check or otherwise, prior to the 

1A deposit with respect to which the bank merely reserves the right to require notice of not 


less than thirty days before any withdrawal is made is not a ‘“‘time certificate of deposit” 
within the meaning of the above definition. 
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date of maturity, which shall be not less than thirty days after the 
date of the deposit,’ or prior to the expiration of the period of notice 
which must be given by the depositor in writing not less than thirty 
days in advance of withdrawal.’ 

(e) Savings deposits——The term “savings deposit” means a de- 
posit, evidenced by a pass book, consisting of funds (i) deposited to 
the credit of one or more individuals, or of a corporation, association 
or other organization operated primarily for religious, philanthropic, 
charitable, educational, fraternal or other similar purposes and not 
operated for profit,‘ or (11) in which the entire beneficial interest is 
held by one or more individuals or by such a corporation, association 
or other organization, and in respect to which deposit— 


(1) The depositor is required, or may at any time be required, 
by the bank to give notice in writing of an intended withdrawal 
not less than thirty days before such withdrawal is made; 

(2) Withdrawals are permitted in only two ways, either (1) 
upon presentation of the pass book, through payment to the per- 
son presenting the pass book, or (11) without presentation of the 
pass book, through payment to the depositor himself but not to 
any other person whether or not acting for the depositor.® 


The presentation by any officer, agent or employee of the bank of 
a pass book or a duplicate thereof retained by the bank or by any 
of its officers, agents or employees is not a presentation of the pass 
book within the meaning of this regulation except where the pass 
book is held by the bank as a part of an estate of which the bank 
is a trustee or other fiduciary, or where the pass book is held by the 
bank as security for a loan. If a pass book is retained by the bank, 
it may not be delivered to any person other than the depositor for 
the purpose of enabling such person to present the pass book in 
order to make a withdrawal, although the bank may deliver the pass 











2 Deposits, such as Christmas club accounts and vacation club accounts, which are made under 
written contracts providing that no withdrawal shall be made until a certain number of periodic 
deposits have been made during a period cf not less than three months constitute ‘‘time deposits, 
open account” even though some of the deposits are made within thirty days from the end of 
such period. 

3A deposit with respect to which the bank merely reserves the right to require notice of not less 
than thirty days before any withdrawal is made is not a ‘‘time deposit, open account’’, within 
the meaning of the above definition. 

4 Deposits in joint accounts of two or more individuals may be classified as savings deposits 
if they meet the- other requirements of the above definition, but deposits of a partnership 
operated for profit may not be so classified. Deposits to the credit of an individual of funds 
in which any beneficial interest is held by a corporation, partnership, association or other 
organization operated for profit or not operated primarily for religious, philanthropic, charitable, 
educational, fraternal or other similar purposes may not be classified as savings deposits. 

5 Presentation of a pass book may be made over the counter or through the mails; and 
payment may be made over the counter, through the mails or otherwise, subject to the limita- 
tions of paragraph (2) above as to the person to whom such payment may be made. 


6 REGULATION D 


book to a duly authorized agent of the depositor for transmittal to 
the depositor. 

Every withdrawal made upon presentation of a pass book shall 
be entered in the pass book at the time of the withdrawal, and every 
other withdrawal shall be entered in the pass book as soon as prac- 
ticable after the withdrawal is made. 

(f) Gross demand deposits.—The term “gross demand deposits” 
means the sum of all demand deposits, including demand deposits made 
by other banks, the United States, States, counties, school districts 
and other governmental subdivisions and municipalities, and all out- 
standing certified and officers’ checks (including checks issued by the 
bank in payment of dividends), letters of credit and travelers’ checks 
sold for cash, and drafts drawn upon or other authorizations to charge 
the member bank’s reserve account at the Federal Reserve bank. 

(g) Cash items in process of collection.—The term “cash items in 
process of collection” means— 


(1) Checks in process of collection, drawn on a bank, private 
bank, or any other banking institution, which are payable im- 
mediately upon presentation in the United States, including 
checks with a Federal Reserve bank in process of collection and 
checks on hand which will be presented for payment or for- 
warded for collection on the following business day; 

(2) Government checks and warrants drawn on the Treasurer 
of the United States which are in process of collection; 

(3) Such other items in process of collection, payable immedi- 
ately upon presentation in the United States, as are customarily 
cleared or collected by banks as cash items. 


Items handled as non-cash collections may not be treated as ‘‘cash 
items in process of collection” within the meaning of this regulation. 

(h) Net demand deposits.—The term “net demand deposits” means 
gross demand deposits as defined in subsection (f) of this. section 
less the deductions allowed under the provisions of subsection (b) of 
section 2 of this regulation. 


SECTION 2. COMPUTATION OF RESERVES 


(a) Amounts of reserves to be maintained.—Every member bank 
of the Federal Reserve System is required by law to maintain on 
deposit with the Federal Reserve bank of its district an actual net 
balance equal to three per cent of its time deposits plus— 


Seven per cent of its net demand deposits if not in a reserve 
or central reserve city. 
Ten per cent of its net demand deposits if in a reserve city, 
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except that if located in an outlying district of a reserve city or 
in territory added to such city by the extension of the city’s 
corporate limits such bank may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve Sys- 
tem, be permitted to maintain seven per cent reserves against 
its net demand deposits. 

Thirteen per cent of its net demand deposits if located in a 
central reserve city, except that if located in an outlying district 
of a central reserve city or in territory added to such city by 
the extension of the city’s corporate limits, such bank may, upon 
the affirmative vote of five members of the Board of Governors 
of the Federal Reserve System, be permitted to maintain seven 
per cent or ten per cent reserves against its net demand deposits. 


For the purposes of this subsection and of paragraph (1) of sub- 
section (a) of section 3 of this regulation, a member bank shall be 
considered to be in a central reserve city if the head office or any 
branch of such bank is located in a central reserve city, and a member 
bank shall be considered to be in a reserve city if the head office or 
any branch thereof is located in a reserve city and neither the head 
office nor any branch thereof is located in a central reserve city; 
provided that, if a member bank is considered to be in a central re- 
serve city or a reserve city under this paragraph solely by reason 
of the location of an office of such bank in an outlying district of such 
a city or in territory added to such city by the extension of the city’s 
corporate limits, such bank may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve System, 
be permitted to maintain lower reserve balances as above provided 
in this subsection. 


Notwithstanding any other provision of this regulation, the actual 
net balance which each member bank is required to maintain on 
deposit with the Federal Reserve bank of its district in accordance 
with the foregoing shall be changed by such percentage, within the 
limitations prescribed by law,* as the Board of Governors of the 
Federal Reserve System shall prescribe from time to time pursuant 
to section 19 of the Federal Reserve Act, as amended, in order to pre- 
vent injurious credit expansion or contraction. 

(6) Deductions allowed in computing reserves.—In determining 
the reserve balances required under the terms of this regulation, mem- 
ber banks may deduct from the amount of their gross demand de- 


§ The amount of the reserves required to be maintained by anv such member bank as a result 
of any such change may not be less than the amount of the reserves specified above nor more 
than twice such amount, except that through June 30. 1949, the required reserves for time deposits 
may be not more than 74% per cent and those for demand deposits of banks in central reserve 
cities, reserve cities, and other places may be not more than 30 per cent, 24 per cent, and 18 per 
cent. respectively. 
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posits the amounts of balances subject to immediate withdrawal due 
from other banks and cash items in process of collection as defined 


in subsection (g) of section 1 of this regulation. Balances “due from 
other banks” do not include balances due from Federal Reserve 


banks, balances *(payable in dollars or otherwise) due from foreign 
banks or branches thereof wherever located, or balances due from 
foreign branches of domestic banks. The word “banks” in the term 
“due from other banks” refers to incorporated banks and does not 
include private banks or bankers.’ 

(c) Availability of cash items as reserve.—Cash items forwarded to 
a Federal Reserve bank for collection and credit cannot be counted 
as part of the minimum reserve balance to be carried by a member 
bank with its Federal Reserve bank until the expiration of such time 
as may be specified in the appropriate time schedule referred to in 
Regulation J. If a member bank draw against items before such 
time, the draft will be charged against its reserve balance if such 
balance be sufficient in amount to pay it; but any resulting impair- 
ment of reserve balances will be subject to the penalties provided by 
law and by this regulation: Provided, however, That the Federal 
Reserve bank may, in its discretion, refuse at any time to permit 
the withdrawal or other use of credit given in its reserve account for 
any item for which the Federal Reserve bank has not received pay- 
ment in actually and finally collected funds. 


(d) Reserves against trust funds.—A member bank exercising trust 
powers need not maintain reserves against trust funds which it keeps 
properly segregated as trust funds and apart from its general assets 
or which it deposits in another institution to the credit of itself as 
trustee or other fiduciary. If, however, such funds are mingled with 
the general assets of the bank, as permitted to national banks under 
authority of section 11(k) of the Federal Reserve Act, a deposit 
liability thereby arises against which reserves must be maintained. 

(e) Continuance of “time deposit” status.—A deposit which at the 
time of deposit was a “deposit evidenced by a time certificate of 
deposit”, “time deposit, open account”, or “savings deposit” continues 
to be a “time deposit” until maturity or the expiration of the period 
of notice of withdrawal, although it has become payable within thirty 
days. After the date of maturity of any time deposit, such deposit is 
a demand deposit. After the expiration of the period of notice given 
with respect to the repayment of any savings deposit or other time 
deposit, such deposit is a demand deposit, except that, if the owner 

7A member bank exercising fiduciary powers may not include in balances ‘‘due from other 
banks’’ amounts of trust funds deposited with other banks and due to it as trustee or other 
fiduciary. If trust funds are deposited by the trust department of a member bank in its 
commercial or savings department and are then redeposited in another bank subject to immediate 


withdrawal they may be included by the member bank in balances ‘“‘due from other banks’’, 
subject to the provisions of subsection (b) above. 
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of such deposit advise the bank in writing that the deposit will not 
be withdrawn pursuant to such notice or that the deposit will there- 
after again be subject to the contract or requirements applicable to 
such deposit, the deposit will again constitute a savings deposit or 
other time deposit, as the case may be, after the date upon which such 
advice is received by the bank. 


SECTION 3. DEFICIENCIES IN RESERVES 


(a) Computation of deficiencies. 


(1) Deficiencies in reserve balances of member banks in central 
reserve cities and in reserve cities shall be computed on the basis 
of average daily net deposit balances covering weekly periods. 
Deficiencies in reserve balances of other member banks shall be 
computed on the basis of average daily net deposit balances 
covering semimonthly periods.® 


(2) In computing such deficiencies the required reserve balance 
of each member bank at the close of business each day shall be 
based upon its net deposit balances at the opening of business on 
the same day; and the weekly and semimonthly periods referred 
to in paragraph (1) hereof shall end at the close of business on 
days to be fixed by the Federal Reserve banks with the approval 
of the Board of Governors of the Federal Reserve System. 


(6) Penalties. 


(1) Penalties for such deficiencies will be assessed monthly on 
the basis of average daily deficiencies during each of the reserve 
computation periods ending in the preceding calendar month. 

(2) Such penalties will be assessed at a rate of two per cent 
per annum above the Federal Reserve bank rate applicable to 
discounts of ninety day commercial paper for member banks, in 
effect on the first day of the calendar month in which the defi- 
ciencies occurred. 


(c) Notice to directors of banks deficient in reserves.—Whenever 
it shall appear that a member bank is not paying due regard to the 
maintenance of its reserves, the Federal Reserve bank shall address a 
letter to each director of such bank calling attention to the situation 
and advising him of the requirements of the law and of this regula- 
tion regarding the maintenance of reserves. 


8 Deficiencies in reserve balances of member banks in outlying sections of central reserve 
and reserve cities which have been authorized by the Board of Governors of the Federal Reserve 
System, under the provisions of subsection (a) of section 2 of this regulation, to maintain 
seven per cent reserves against demand deposits, will also be computed on the basis of average 
daily net deposit balances covering semimonthly pcriods. 
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(d) Continued deficiencies.—If, after the notice provided for in 
subsection (c) of this section 3 has been given, it shall appear that 
the member bank is continuing its failure to pay due regard to the 
maintenance of its reserves, the Federal Reserve bank shall report 
such fact to the Board of Governors of the Federal Reserve System 
with a recommendation as to whether or not the Board should— 


(1) In the case of a national bank, direct the Comptroller of 
the Currency to bring suit to forfeit the charter of such national 
bank pursuant to section 2 of the Federal Reserve Act; or 

(2) In the case of a State member bank, institute proceedings 
to require such bank to surrender its stock in the Federal Reserve 
bank and to forfeit all rights and privileges of membership pur- 
suant to section 9 of the Federal Reserve Act; or 


(3) In either case, take such other action as the Federal Re- 
serve bank may recommend or the Board of Governors of the 
Federal Reserve System may consider advisable. 
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APPENDIX 


STATUTORY PROVISIONS 


Section 19 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the Federal Reserve System is 
authorized, for the purposes of this section, to define the terms 
“demand deposits”, “gross demand deposits”, “deposits payable on 
demand”, ‘“‘time deposits”, ‘savings deposits”, and “trust funds”, 
to determine what shall be deemed to be a payment of interest, 
and to prescribe such rules and regulations as it may deem neces- 
sary to effectuate the purposes of this section and prevent eva- 
sions thereof: Provided, That, within the meaning of the pro- 
visions of this section regarding the reserves required of member 
banks, the term “time deposits” shall include “savings deposits”’ 


Every bank, banking association, or trust company which is or 
which becomes a member of any Federal reserve bank shall estab- 
lsh and maintain reserve balances with its Federal reserve bank 
as follows: 


(a) If not in a reserve or central reserve city, aS now or 
hereafter defined, it shall hold and maintain with the Federal 
reserve bank of its district an actual net balance equal to not 
less than seven per centum of the aggregate amount of its 
demand deposits and three per centum of its time deposits. 

(b) If-in a reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal reserve bank of its 
district an actual net balance equal to not less than ten per 
centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits: Provided, however, 
That if located in the outlying districts of a reserve city or 
in territory added to such a city by the extension of its 
corporate charter, it may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve 
System, hold and maintain the reserve balances specified in 
paragraph (a) hereof. 

(c) If in a central reserve city, as now or hereafter defined, 
it shall hold and maintain with the Federal reserve bank of 
its district an actual net balance equal to not less than thir- 
teen per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits: Provided, 
however, That if located in the outlying districts of a central 
reserve city or in territory added to such city by the exten- 
sion of its corporate charter, it may, upon the affirmative 
vote of five members of the Board of Governors of the Fed- 
eral Reserve System, hold and maintain the reserve balances 
specified in paragraphs (a) or (b) thereof. 

Notwithstanding the other provisions of this section, the Board 


of Governors of the Federal Reserve System, upon the affirmative 
vote of not less than four of its members, in order to prevent 
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injurious credit expansion or contraction, may by regulation 
change the requirements as to reserves to be maintained against 
demand or time deposits or both (1) by member banks in central 
reserve cities or (2) by member banks in reserve cities or (3) by 
member banks not in reserve or central reserve cities or (4) by 
all member banks; but the amount of the reserves required to 
be maintained by any such member bank as a result of any such 
change shall not be less than the amount of the reserves required 
by law to be maintained by such bank on the date of enactment 
of the Banking Act of 1935 nor more than twice such amount. 

Notwithstanding any other provision of law, the Board of Gov- 
ernors of the Federal Reserve System, in order to prevent injurious 
credit expansion, may by regulation change the requirements as 
to reserves to be maintained pursuant to this section against de- 
mand or time deposits or both (1) by member banks in central 
reserve cities, or (2) by member banks in reserve cities, or (3) 
by member banks not in reserve or central reserve cities, or 
(4) by all member banks; but no such change shall have the 
éffect of requiring any such member bank to maintain a reserve 
balance against its time deposits in an amount equal to more 
than 744 per centum thereof, or a reserve balance against its 
demand deposits in an amount equal to more than 30 per centum 
thereof 1f such bank is in a central reserve city, 24 per centum 
thereof if in a reserve city, or 18 per centum thereof if not in a 
reserve or central reserve city. No change in reserve require- 
ments made under authority of this paragraph shall continue in 
effect after June 30, 1949. 


* & * * *# *# # 


The required balance carried by a member bank with a Federal 
reserve bank may, under the regulations and subject to such 
penalties as may be prescribed by the Board of Governors of the 
Federal Reserve System, be checked against and withdrawn by 
such member bank for the purpose of meeting existing liabilities. 


In estimating the reserve balances required by this Act, member 
banks may deduct from the amount of their gross demand deposits 
the amounts of balances due from other banks (except Federal 
Reserve banks and foreign banks) and cash items in process of 
collection payable immediately upon presentation in the United 
States, within the meaning of these terms as defined by the Board 
of Governors of the Federal Reserve System. 

* % * * * % * * 


Notwithstanding the provisions of the First Liberty Bond Act, 
as amended, the Second Liberty Bond Act, as amended, and the 
Third Liberty Bond Act, as amended, member banks shall be 
required to maintain the same reserves against deposits of public 
moneys by the United States as they are required by this section 
to maintain against other deposits: Provided, That until six 
months after the cessation of hostilities in the present war as 
determined by proclamation of the President or concurrent reso- 
lution of the Congress no deposit payable to the United States 
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by any member bank arising solely as the result of subscriptions 
made by or through such member bank for United States Govern- 
ment securities issued under authority of the Second Liberty 
Bond Act, as amended, shall be subject to the reserve require- 
ments of this section. 

[Cessation of hostilities’ was proclaimed by the President on 


December 30, 1946; and, accordingly, the proviso in the above 
paragraph expired six months after that date.] 


Section 11 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the Federal Reserve System shall 
be authorized and empowered: * * * (c) To suspend for a period 
not exceeding thirty days, and from time to time to renew such 
suspension for periods not exceeding fifteen days, any reserve 
requirements specified in this Act: Provided, That it shall estab- 
lish a graduated tax upon the amounts by which the reserve 
requirements of this Act may be permitted to fall below the level 
hereinafter specified * * *. 
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REGULATION D 


This Regulation as printed herewith is in 
the form as amended effective September 16, 1948. 
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NIVERSITy OF ILLINOIS 


INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed 
to the Federal Reserve Bank or Federal 
Reserve branch bank of the district 
in which the inquiry arises. 
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REGULATION D 


Amended effective September 16. 1948. 


RESERVES OF MEMBER BANKS 


AUTHORITY FOR REGULATION 


This regulation is issued under authority of provisions of section 
19 of the Federal Reserve Act which, together with related provisions 
of law, are published in the Appendix hereto. 


SECTION 1. DEFINITIONS 


(a) Demand deposits.—The term “demand deposits” includes all 
deposits except ‘“‘time deposits” as defined below. 

(6) Time deposits.—The term “time deposits” means “time cer- 
tificates of deposit”, ‘‘time deposits, open account” and “savings de- 
posits”, as defined below. 

(c) Time certificates of deposit-—The term “time certificate of 
deposit” means a deposit evidenced by a negotiable or non-negotiable 
instrument which provides on its face that the amount of such deposit 
is payable to bearer or to any specified person or to his order— 


(1) On a certain date, specified in the instrument, not less 
than thirty days after the date of the deposit, or 

(2) At the expiration of a certain specified time not less than 
thirty days after the date of the instrument, or 

(3) Upon notice in writing which is actually required to be 
given not less than thirty days before the date of repayment,! 
and 

(4) In all cases only upon presentation and surrender of the 
instrument. 


(d) Time deposits, open account.—The term “time deposit, open 
account” means a deposit, other than a “time certificate of deposit” 
or a “savings deposit”, with respect to which there is in force a writ- 
ten contract with the depositor that neither the whole nor any part of 
such deposit may be withdrawn, by check or otherwise, prior to the 

1A deposit with respect to which the bank merely reserves the right to require notice of not 


less than thirty days before any withdrawal is made is not a “time certificate of deposit’ 
within the meaning of the above definition. 
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date of maturity, which shall be not less than thirty days after the 
date of the deposit,? or prior to the expiration of the period of notice 
which must be given by the depositor in writing not less than thirty 
days in advance of withdrawal.’ 

(e) Savings deposits.—The term “savings deposit” means a de- 
posit, evidenced by a pass book, consisting of funds (1) deposited to 
the credit of one or more individuals, or of a corporation, association 
or other organization operated primarily for religious, philanthropic, 
charitable, educational, fraternal or other similar purposes and not 
operated for profit,‘ or (11) in which the entire beneficial interest is 
held by one or more individuals or by such a corporation, association 
or other organization, and in respect to which deposit— 


(1) The depositor is required, or may at any time be required, 
by the bank to give notice in writing of an intended withdrawal 
not less than thirty days before such withdrawal is made; 

(2) Withdrawals are permitted in only two ways, either (1) 
upon presentation of the pass book, through payment to the per- 
son presenting the pass book, or (11) without presentation of the 
pass book, through payment to the depositor himself but not to 
any other person whether or not acting for the depositor.* 


The presentation by any officer, agent or employee of the bank of 
a pass book or a duplicate thereof retained by the bank or by any 
of its officers, agents or employees is not a presentation of the pass 
book within the meaning of this regulation except where the pass 
book is held by the bank as a part of an estate of which the bank 
is a trustee or other fiduciary, or where the pass book is held by the 
bank as security for a loan. If a pass book is retained by the bank, 
it may not be delivered to any person other than the depositor for 
the purpose of enabling such person to present the pass book in 
order to make a withdrawal, although the bank may deliver the pass 





2 Deposits, such as Christmas club accounts and vacation club accounts, which are made under 
written contracts providing that no withdrawal shall be made until a certain number of periodic 
deposits have been made during a period cf not less than three months constitute ‘‘time deposits, 
open account’ even though some of the deposits are made within thirty days from the end of 
such period. 

3 A deposit with respect to which the bank merely reserves the right to require notice of not less 
than thirty days before any withdrawal is made is not a ‘‘time deposit, open account’’, within 
the meaning of the above definition. 

4 Deposits in joint accounts of two or more individuals may be classified as savings deposits 
if they meet the- other requirements of the above definition, but deposits of a partnership 
operated for profit may not be so classified. Deposits to the credit of an individual of funds 
in which any beneficial interest is held by a corporation, partnership, association or other 
organization operated for profit or not operated primarily for religious, philanthropic, charitable, 
educational, fraternal or other similar purposes may not be classified as savings deposits. 

5 Presentation of a pass book may be made over the counter or through the mails; and 
payment may be made over the counter, through the mails or otherwise, subject to the limita- 
tions of paragraph (2) above as to the person to whom such payment may be made. 
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book to a duly. authorized agent of the depositor for transmittal to 
the depositor. 

Every withdrawal made upon presentation of a pass book shall 
be entered in the pass book at the time of the withdrawal, and every 
other withdrawal shall be entered in the pass book as soon as prac- 
ticable after the withdrawal is made. 

(f) Gross demand deposits.—The term “gross demand deposits” 
means the sum of all demand deposits, including demand deposits made 
by other banks, the United States, States, counties, school districts 
and other governmental subdivisions and municipalities, and all out- 
standing certified and officers’ checks (including checks issued by the 
bank in payment of dividends), letters of credit and travelers’ checks 
sold for cash, and drafts drawn upon or other authorizations to charge 
the member bank’s reserve account at the Federal Reserve bank. 

(g) Cash items in process of collection.—The term “cash items in 
process of collection” means— 


(1) Checks in process of collection, drawn on a bank, private 
bank, or any other banking institution, which are payable im- 
mediately upon presentation in the United States, including 
checks with a Federal Reserve bank in process of collection and 
checks on hand which will be presented for payment or for- 
warded for collection on the following business day; 

(2) Government checks and warrants drawn on the Treasurer 
of the United States which are in process of collection; 

(3) Such other items in process of collection, payable immedi- 
ately upon presentation in the United States, as are customarily 
cleared or collected by banks as cash items. 


Items handled as non-cash collections may not be treated as “cash 
items in process of collection” within the meaning of this regulation. 

(h) Net demand deposits.—The term ‘‘net demand deposits” means 
gross demand deposits as defined in subsection (f) of this section 
less the deductions allowed under the provisions of subsection (b) of 
section 2 of this regulation. 


SECTION 2. COMPUTATION OF RESERVES 


(a) Amounts of reserves to be maintained.—Every member bank 
of the Federal Reserve System is required by law to maintain on 
deposit with the Federal Reserve bank of its district an actual net 
balance equal to three per cent of its time deposits plus— 


Seven per cent of its net demand deposits if not in a reserve 
or central reserve city. 
Ten per cent of its net demand deposits if in a reserve city. 
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except that if located in an outlying district of a reserve city or 
in territory added to such city by the extension of the city’s 
corporate limits such bank may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve Sys- 
tem, be permitted to maintain seven per cent reserves against 
its net demand deposits. 

Thirteen per cent of its net demand deposits if located in a 
central reserve city, except that if located in an outlying district 
of a central reserve city or in territory added to such city by 
the extension of the city’s corporate limits, such bank may, upon 
the affirmative vote of five members of the Board of Governors 
of the Federal Reserve System, be permitted to maintain seven 
per cent or ten per cent reserves against its net demand deposits. 


For the purposes of this subsection and of paragraph (1) of sub- 
section (a) of section 3 of this regulation, a member bank shall be 
considered to be in a central reserve city if the head office or any 
branch of such bank is located in a central reserve city, and a member 
bank shall be considered to be in a reserve city if the head office or 
any branch thereof is located in a reserve city and neither the head 
ofice nor any branch thereof is located in a central reserve city; 
provided that, if a member bank is considered to be in a central re- 
serve city or a reserve city under this paragraph solely by reason 
of the location of an office of such bank in an outlying district of such 
a city or in territory added to such city by the extension of the city’s 
corporate limits, such bank may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve System, 
be permitted to maintain lower reserve balances as above provided 
in this. subsection. 


Notwithstanding any other provision of this regulation, the actual 
net balance which each member bank is required to maintain on 
deposit with the Federal Reserve bank of its district in accordance 
with the foregoing shall be changed by such percentage, within the 
limitations prescribed by law,® as: the Board of Governors of the 


Federal Reserve System shall prescribe from time to time pursuant 
to section 19 of the Federal Reserve Act, as amended, in order to pre- 
vent injurious credit expansion or contraction. 


(6) Deductions allowed in computing reserves.—In determining 
the reserve balances required under the terms of this regulation, mem- 
ber banks may deduct from the amount of their gross demand de- 


6 The amount of the reserves required to be maintained by any such member bank as a result 
of any such change may not be less than the amount of the reserves specified above nor more 
than twice such amount, except that through June 30, 1949, the required reserves for time deposits 
may be not more than 7% per cent and those for demand deposits of banks in central reserve 
cities, reserve cities, and other places may be not more than 30 per cent, 24 per cent, and 18 per 
cent. respectively. 
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posits the amounts of balances subject to immediate withdrawal due 
from other banks and cash items in process of collection as defined 


in subsection (g) of section 1 of this regulation. Balances ‘due from 
other banks’ do not include balances due from Federal Reserve 


banks, balances (payable in dollars or otherwise) due from foreign 
banks or branches thereof wherever located, or balances due from 
foreign branches of domestic banks. The word “banks” in the term 
“due from other banks” refers to incorporated banks and does not 
include private banks or bankers.’ 

(c) Availability of cash items as reserve.—Cash items forwarded to 
a Federal Reserve bank for collection and credit cannot be counted 
as part of the minimum reserve balance to be carried by a member 
bank with its Federal Reserve bank until the expiration of such time 
as may be specified in the appropriate time schedule referred to in 
Regulation J. If a member bank draw against items before such 
time, the draft will be charged against its reserve balance if such 
balance be sufficient in amount to pay it; but any resulting impair- 
ment of reserve balances will be subject to the penalties provided by 
law and by this regulation: Provided, however, That the Federal 
Reserve bank may, in its discretion, refuse at any time to permit 
the withdrawal or other use of credit given in its reserve account for 
any item for which the Federal Reserve bank has not received pay- 
ment in actually and finally collected funds. 

(d) Reserves against trust funds.—A member bank exercising trust 
powers need not maintain reserves against trust funds which it keeps 
properly segregated as trust funds and apart from its general assets 
or which it deposits in another institution to the credit of itself as 
trustee or other fiduciary. If, however, such funds are mingled with 
the general assets of the bank, as permitted to national banks under 
authority of section 11(k) of the Federal Reserve Act, a deposit 
hability thereby arises against which reserves must be maintained. 

(e) Continuance of “time deposit” status.—A deposit which at the 
time of deposit was a “deposit evidenced by a time certificate of 
deposit”, “time deposit, open account”’, or “savings deposit” continues 
to be a “time deposit” until maturity or the expiration of the period 
of notice of withdrawal, although it has become payable within thirty 
days. After the date of maturity of any time deposit, such deposit is 
a demand deposit. After the expiration of the period of notice given 
with respect to the repayment of any savings deposit or other time 
deposit, such deposit is a demand deposit, except that, if the owner 








7A member bank exercising fiduciary powers may not include in balances ‘‘due from other 
banks’” amounts of trust funds deposited with other banks and due to it as trustee or other 
fiduciary. If trust funds are deposited by the trust department of a member bank in its 
commercial or savings department and are then redeposited in another bank subject to immediate 
withdrawal they may be included by the member bank in balances ‘‘due from other banks”, 
subject to the provisions of subsection (b) above. 
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of such deposit advise the bank in writing that the deposit will not 
be withdrawn pursuant to such notice or that the deposit will there- 
after again be subject to the contract or requirements applicable to 
such deposit, the deposit will again constitute a savings deposit or 
other time deposit, as the case may be, after the date upon which such 
advice is received by the bank. 


SECTION 3. DEFICIENCIES IN RESERVES 


(a) Computation of deficiencies. 


(1) Deficiencies in reserve balances of member banks in central 
reserve cities and in reserve cities shall be computed on the basis 
of average daily net deposit balances covering weekly periods. 
Deficiencies in reserve balances of other member banks shall be 
computed on the basis of average daily net deposit balances 
covering semimonthly periods.*® 


(2) In computing such deficiencies the required reserve balance 
of each member bank at the close of business each day shall be 
based upon its net deposit balances at the opening of business on 
the same day; and the weekly and semimonthly periods referred 
to in paragraph (1) hereof shall end at the close of business on 
days to be fixed by the Federal Reserve banks with the approval 
of the Board of Governors of the Federal Reserve System. 


(6b) Penalties. 


(1) Penalties for such deficiencies will be assessed monthly on 
the basis of average daily deficiencies during each of the reserve 
computation periods ending in the preceding calendar month. 

(2) Such penalties will be assessed at a rate of two per cent 
per annum above the Federal Reserve bank rate applicable to 
discounts of ninety day commercial paper for member banks, in 
effect on the first day of the calendar month in which the defi- 
clencies occurred. 


(c) Notice to directors of banks deficient in reserves.—Whenever 
it shall appear that a member bank is not paying due regard to the 
maintenance of its reserves, the Federal Reserve bank shall address a 
letter to each director of such bank calling attention to the situation 
and advising him of the requirements of the law and of this regula- 
tion regarding the maintenance of reserves. 


8 Deficiencies in reserve balances of member banks in outlying sections of central reserve 
and reserve cities which have been authorized by the Board of Governors of the Federal Reserve 
System, under the provisions of subsection (a) of section 2 of this regulation, to maintain 
seven per cent reserves against demand deposits, will also be computed on the basis of average 
daily net deposit balances covering semimonthly periods. 
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(d) Continued deficiencies.—If, after the notice provided for in 
subsection (c) of this section 3 has been given, it shall appear that 
the member bank is continuing its failure to pay due regard to the 
maintenance of its reserves, the Federal Reserve bank shall report 
such fact to the Board of Governors of the Federal Reserve System 
with a recommendation as to whether or not the Board should— 


(1) In the case of a national bank, direct the Comptroller of 
the Currency to bring suit to forfeit the charter of such national 
bank pursuant to section 2 of the Federal Reserve Act; or 

(2) In the case of a State member bank, institute proceedings 
to require such bank to surrender its stock in the Federal Reserve 
bank and to forfeit all rights and privileges of membership pur- 
suant to section 9 of the Federal Reserve Act; or 


(3) In either case, take such other action as the Federal Re- 
serve bank may recommend or the Board of Governors of the 
Federal Reserve System may consider advisable. 
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APPENDIX 


STATUTORY PROVISIONS 


Section 19 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the Federal Reserve System is 

authorized, for the purposes of this section, to define the terms 

; “demand deposits”, “gross demand deposits”, ‘‘deposits payable on 
) demand”, ‘“‘time deposits”, “savings deposits”, and “trust funds’, 
to determine what shall be deemed to be a payment of interest, 

and to prescribe such rules and regulations as it may deem neces- 

sary to effectuate the purposes of this section and prevent eva- 

sions thereof: Provided, That, within the meaning of the pro- 

visions of this section regarding the reserves required of member 

banks, the term “time deposits” shall include “savings deposits” 


Every bank, banking association, or trust company which is or 
which becomes a member of any Federal reserve bank shall estab- 
hsh and maintain reserve balances with its Federal reserve bank 
as follows: 


(a) If not in a reserve or central reserve city, as now or 
hereafter defined, it shall hold and maintain with the Federal 
reserve bank of its district an actual net balance equal to not 
less than seven per centum of the aggregate amount of its 
demand deposits and three per centum of its time deposits. 

(b) If in a reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal reserve bank of its 
district an actual net balance equal to not less than ten per 
centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits: Provided, however, 
That if located in the outlying districts of a reserve city or 
in territory added to such a city by the extension of its 
corporate charter, it may, upon the affirmative vote of five 
members of the Board of Governors of the Federal Reserve 
System, hold and maintain the reserve balances specified in 
paragraph (a) hereof. 

(c) If in a central reserve city, as now or hereafter defined, 
it shall hold and maintain with the Federal reserve bank of 
its district an actual net balance equal to not less than thir- 
teen per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits: Provided, 
however, That if located in the outlying districts of a central 
reserve city or in territory added to such city by the exten- 
sion of its corporate charter, it may, upon the affirmative 
vote of five members of the Board of Governors of the Fed- 
eral Reserve System, hold and maintain the reserve balances 
specified in paragraphs (a) or (b) thereof. 

Notwithstanding the other provisions of this section, the Board 


) of Governors of the Federal Reserve System, upon the affirmative 
vote of not less than four of its members, in order to prevent 
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injurious credit expansion or contraction, may by regulation 
change the requirements as to reserves to be maintained against 
demand or time deposits or both (1) by member banks in central 
reserve cities or (2) by member banks in reserve cities or (3) by 
member banks not in reserve or central reserve cities or (4) by 
all member banks; but the amount of the reserves required to 
be maintained by any such member bank as a result of any such 
change shall not be less than the amount of the reserves required 
by law to be maintained by such bank on the date of enactment 
of the Banking Act of 1935 nor more than twice such amount. 

Notwithstanding any other provision of law, the Board of Govy- 
ernors of the Federal Reserve System, in order to prevent injurious 
credit expansion, may by regulation change the requirements as 
to reserves to be maintained pursuant to this section against de- 
mand or time deposits or both (1) by member banks in central 
reserve cities, or (2) by member banks in reserve cities, or (3) 
by member banks not in reserve or central reserve cities, or 
(4) by all member banks; but no such change shall have the 
éffect of requiring any such member bank to maintain a reserve 
balance against its time deposits in an amount equal to more 
than 7144 per centum thereof, or a reserve balance against its 
demand deposits in an amount equal to more than 30 per centum 
thereof if such bank is in a central reserve city, 24 per centum 
thereof if in a reserve city, or 18 per centum thereof if not in a 
reserve or central reserve city. No change in reserve require- 
ments made under authority of this paragraph shall continue in 
effect after June 30, 1949. 


# % % * * * % % 


The required balance carried by a member bank with a Federal 
reserve bank may, under the regulations and subject to such 
penalties as may be prescribed by the Board of Governors of the 
Federal Reserve System, be checked against and withdrawn by 
such member bank for the purpose of meeting existing liabilities. 


In estimating the reserve balances required by this Act, member 
banks may deduct from the amount of their gross demand deposits 
the amounts of balances due from other banks (except Federal 
Reserve banks and foreign banks) and cash items in process of 
collection payable immediately upon presentation in the United 
States, within the meaning of these terms as defined by the Board 
of Governors of the Federal Reserve System. 

*% % % % *% * % * 


Notwithstanding the provisions of the First Liberty Bond Act, 
as amended, the Second Liberty Bond Act, as amended, and the 
Third Liberty Bond Act, as amended, member banks shall be 
required to maintain the same reserves against deposits of public 
moneys by the United States as they are required by this section 
to maintain against other deposits: Provided, That until six 
months after the cessation of hostilities in the present war as 
determined by proclamation of the President or concurrent reso- 
lution of the Congress no deposit payable to the United States 
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by any member bank arising solely as the result of subscriptions 
made by or through such member bank for United States Govern- 
ment securities issued under authority of the Second Liberty 
Bond Act, as amended, shall be subject to the reserve require- 
ments of this section. 

[“Cessation of hostilities’ was proclaimed by the President on 


December 30, 1946; and, accordingly, the proviso in the above 
paragraph expired six months after that date.] 


Section 11 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the Federal Reserve System shall 
be authorized and empowered: * * * (c) To suspend for a period 
not exceeding thirty days, and from time to time to renew such 
suspension for periods not exceeding fifteen days, any reserve 
requirements specified in this Act: Provided, That it shall estab- 
lish a graduated tax upon the amounts by which the reserve 
requirements of this Act may be permitted to fall below the level 
hereinafter specified * * *. 
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SUPPLEMENT TO REGULATION D 


UNIVE 
ISSUED BY THE BOARD OF GOVERNORS OF VERT EY AE bbe tie SYSTEM 


Effective as to member banks not in reserve and central reserve cities at open- 


ing of business on September 16, 1948, and as to member banks in reserve 
and central reserve cities at opening of business on September 24, 1948 


RESERVES REQUIRED TO BE 
MAINTAINED BY MEMBER BANKS 
WITH FEDERAL RESERVE BANKS 


Pursuant to the provisions of section 19 of the Federal Reserve Act 


and section 2(a) of its Regulation D, the Board of Governors of the 
Federal Reserve System hereby prescribes the following reserve bal- 
ances which each member bank of the Federal Reserve System is 
required to maintain on deposit with the Federal Reserve Bank of 
its district: 


~ 


714 per cent of its time deposits plus— 


16 per cent of its net demand deposits if not in a reserve or central 
reserve city; 


22 per cent of its net demand deposits if in a reserve city, except 
as to any bank located in an outlying district of a reserve city or in 
territory added to such city by the extension of the city’s corporate 
limits, which, by the affirmative vote of five members of the Board 
of Governors of the Federal Reserve System, is permitted to main- 
tain 16 per cent reserves against its net demand deposits; 


26 per cent of its net demand deposits if located in a central re- 
serve city, except as to any bank located in an outlying district of a 
central reserve city or in territory added to such city by the extension 
of the city’s corporate limits, which, by the affirmative vote of five 
members of the Board of Governors of the Federal Reserve System, 
is permitted to maintain 16 per cent or 22 per cent reserves against 
its net demand deposits. 
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SUPPLEMENT TO REGULATION D 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to member banks not in reserve and central reserve 
cities at opening of business on July 1, 1949, and as to 
member banks in reserve and central reserve cities at open- 


enki 


ing of business on June 30, 1949. i ANRAU Ae THe 


a ee ee 


RESERVES REQUIRED TO BE | 
MAINTAINED BY MEMBER BANKS ~ | * 
WITH FEDERAL RESERVE BANKS: 2.:;y 9) 


Pursuant to the provisions of section 19 of the Federal 
Reserve Act and section 2(a) of its Regulation D, the Board 
of Governors of the Federal Reserve System hereby prescribes 
the following reserve balances which each member bank of the 
Federal Reserve System is required to maintain on deposit 
with the Federal Reserve Bank of its district: 


6 per cent of its time deposits plus -- 


14 per cent of its net demand deposits if not ina 
reserve or central reserve city; 


20 per cent of its net demand deposits if in a reserve 
city, except as to any bank located in an outlying 
district of a reserve city or in territory added to such 
city by the extension of the city's corporate limits, 
which, by the affirmative vote of five members of the 
Board of Governors of the Federal Reserve System, is 
permitted to maintain 14 per cent reserves against its 
net demand deposits; 


24 per cent of its net demand deposits if located ina 
central reserve city, except as to any bank located in an 
outlying district of a central reserve city or in terri- 
tory added to such city by the extension of the city's 
corporate limits, which, by the affirmative vote of five 
members of the Board of Governors of the Federal Reserve 
System is permitted to maintain 14 per cent or 20 per 
cent reserves against its net demand deposits. 
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SUPPLEMENT TO REGULATION D 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 
ON DECEMBER 28, 1950 


RESERVES REQUIRED TO BE 
MAINFAINED, BY MEMBER BANKS 
WITH FEDERAL, RESERVE BANKS 

ig 


LS 
~ a Pursuant to the provisions. of. section 19 of the Federal 


Reserve Act and tection 2 (a) of “it Regulation D, the Board of 
Governors of the Federal Reserve System hereby ieee is te the 
following reserve balances which each member bank of the Federal 
Reserve System is required to maintain on deposit with the 
Federal Reserve Bank of its district: 


1. If not in a reserve or central reserve city -- 


(a) 5 per cent of its time deposits until the open-— 
ing of business on January 16, 1951, and 6 per cent of 
its time deposits thereafter, plus 


(b) 12 per cent of its net demand deposits until the 
opening of business on January 16, 1951, 13 per cent of 
net demand deposits from January 16, 1951, to January 
31, 1951, inclusive, and 14 per cent of its net demand 
deposits thereafter. 


2. If ina reserve city (except as to any bank located 
in an outlying district of a reserve city or in territory 
added to such city by the extension of the city's cor- 
porate limits, which, by the affirmative vote of five 
members of the Board of Governors of the Federal Reserve 
System, is permitted to maintain the reserves specified 


in paragraph 1 above) 


(a) 5 per cent of its time deposits until the opening 
of business on January 11, 1951, and 6 per cent of its 
time deposits thereafter, plus 


(b) 18 per cent of its net demand deposits until the 
opening of business on January 11, 1951, 19 per cent 
Sy of its net demand deposits from January 11 to January 
4 24, 1951, inclusive, and 20 per cent of its net demand 


deposits thereafter. 


3. If in a central reserve city (except as to any bank 
located in an outlying district of a central reserve city 
or in territory added to such city by the extension of the 
city's corporate limits, which, by the affirmative vote of 
five members of the Board of Governors of the Federal 
Reserve System, is permitted to maintain the reserves 


specified in paragraph 1 or 2 above) -—- 


(a) 5 per cent of its time deposits until the open-— 
ing of business on January 11, 1951, and 6 per cent 
of its time deposits thereafter, plus 


(b) 22 per cent of its net demand deposits until the 
opening of business on January 11, 1951, 23 per cent 
of its net demand deposits from January 11 to January 
24, 1951, inclusive, and 24 per cent of its net demand 
deposits thereafter. 
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SUPPLEMENT TO REGULATION D 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to member banks not in reserve and central 
reserve cities at opening of business on July 1, 1953, and 
as to member banks in reserve and central reserve cities 
at opening of business on July 9, 1953. THE LIBRARY OF THE 


VW 


RESERVES REQUIRED TO BE) 4 jag 
MAINTAINED BY MEMBER BANKS ~~ 
WITH FEDERAL RESERVE BANKS =) 0 


Pursuant to the provisions of section 19 of the Federal 
Reserve Act and section 2(a) of its Regulation D, the Board 
of Governors of the Federal Reserve System hereby prescribes 
the following reserve balances which each member bank of the 
Federal Reserve System is required to maintain on deposit 
with the Federal Reserve Bank of its district; 


6 per cent of its time deposits plus -- 


13 per cent of its net demand deposits if not ina 
reserve or central reserve city; 


19 per cent of its net demand deposits if in a reserve 
city, except as to any bank located in an outlying 
district of a reserve city or in territory added to such 
city by the extension of the city's corporate limits, 
which, by the affirmative vote of five members of the 
Board of Governors of the Federal Reserve System, is 
permitted to maintain 13 per cent reserves against its 
net demand deposits; 


22 per cent of its net demand deposits if in a central 
reserve city, except as to any bank located in an out- 
lying district of a central reserve city or in terri- 
tory added to such city by the extension of the city's 
corporate limits, which, by the affirmative vote of five 
members of the Board of Governors of the Federal Reserve 
System is permitted to maintain 13 per cent or 19 per 
cent reserves against its net demand deposits. 
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SUPPLEMENT TO REGULATION D 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


ON JUNE 21, 1954 


RESERVES REQUIRED TO BE 
MAINTAINED BY MEMBER BANKS 
WITH FEDERAL RESERVE BANKS 


See Pursuant to the provisions of section 19 of the Federal Reserve Act 
and section 2(a) of its Regulation D, the Board of Governors of the Fed- 
eral Reserve System hereby prescribes the following reserve balances 


which each member bank of the Federal Reserve System is required to 


maintain on deposit with the Federal Reserve Bank of its district: 


ie 


2. 


If not in a reserve or central reserve city -- 


(a) 6 per cent of its time deposits until the opening of 
business on June 16, 1954, and 5 per cent of its time de- 
posits thereafter, plus 


(b) 13 per cent of its net demand deposits until the opening 


of business on August 1, 1954, and 12 per cent of its net 
demand deposits thereafter. 


If in a reserve city (except as to any bank located in an out- 


lying district of a reserve city or in territory added to such city 


by the extension of the city’s corporate limits, which, by the 


affirmative vote of five members of the Board of Governors of the 
Federal Reserve System, is permitted to maintain the reserves 
specified in paragraph 1] above) -- 


Be 


(a) 6 per cent of its time deposits until the opening of busi- 
ness on June 24, 1954, and 5 per cent of its time deposits 
thereafter, plus 


(b) 19 per cent of its net demand deposits until the opening 
of business on July 29, 1954, and 18 per cent of its net 
demand deposits thereafter. 


If in a central reserve city (except as to any bank located in 


an outlying district of a central reserve city or in territory added 


= to such city by the extension of the city’s corporate limits, 


which, by the affirmative vote of five members of the Board of 
Governors of the Federal Reserve System, is permitted to main- 
tain the reserves specified in paragraph 1 or 2 above) -- 


(a) 6 per cent of its time deposits until the opening of busi- 
ness on June 24, 1954, and 5 per cent of its time deposits 
thereafter, plus 


(b) 22 per cent of its net demand deposits until the opening 
of business on June 24, 1954, 21 per cent of its net demand 
deposits from June 24 to July 28, 1954, inclusive, and 20 per 
cent of its net demand deposits thereafter. 
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SUPPLEMENT TO REGULATION D 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


ON JUNE 21, 1954 


RESERVES REQUIRED TO BE 
MAINTAINED BY MEMBER BANKS 
WITH FEDERAL RESERVE BANKS 


y Pursuant to the provisions of section 19 of the Federal Reserve Act 
and section 2(a) of its Regulation D, the Board of Governors of the Fed- 
eral Reserve System hereby prescribes the following reserve balances 
which each member bank of the Federal Reserve System is required to 
maintain on deposit with the Federal Reserve Bank of its district: 


If not in a reserve or central reserve city -- 


(a) 6 per cent of its time deposits until the opening of 
business on June 16, 1954, and 5 per cent of its time de- 
posits thereafter, plus 


(b) 13 per cent of its net demand deposits until the opening 
of business on August 1, 1954, and 12 per cent of its net 
demand deposits thereafter. 


If in a reserve city (except as to any bank located in an out- 


lying district of a reserve city or in territory added to such city 
by the extension of the city’s corporate limits, which, by the 
affirmative vote of five members of the Board of Governors of the 
Federal Reserve System, is permitted to maintain the reserves 
specified in paragraph ] above) -- 


(a) 6 per cent of its time deposits until the opening of busi- 
ness on June 24, 1954, and 5 per cent of its time deposits 


thereafter, plus 


(b) 19 per cent of its net demand deposits until the opening 
of business on July 29, 1954, and 18 per cent of its net 
demand deposits thereafter. 


If in a central reserve city (except as to any bank located in 


an outlying district of a central reserve city or in territory added 
to such city by the extension of the city’s corporate limits, 


which, by the affirmative vote of five members of the Board of 
Governors of the Federal Reserve System, is permitted to main- 
tain the reserves specified in paragraph 1 or 2 above) -- 


(a) 6 per cent of its time deposits until the opening of busi- 
ness on June 24, 1954, and 5 per cent of its time deposits 
thereafter, plus 


(b) 22 per cent of its net demand deposits until the opening 
of business on June 24, 1954, 21 per cent of its net demand 
deposits from June 24 to July 28, 1954, inclusive, and 20 per 
cent of its net demand deposits thereafter. 
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UNIVERSITY OF ILLINOIS 


RESERVES OF MEMBER BANKS 
AMENDMENT TO REGULATION D 


ISSUED BY THE BoARD oF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


») Effective May 16, 1955, Regulation D is amended in the following 
| respects: 


1. By adding at the end of section l(e) the following new un- 
designated paragraph and footnote reference: 


The term “savings deposit” also means a deposit evidenced 
by a written receipt or agreement although not by a pass book, 
consisting of funds of the kind described above in this section 
l(e) and in respect to which deposit the depositor is required, or 
may at any time be required, by the bank to give notice in 
writing of an intended withdrawal not less than 30 days before 
such withdrawal is made, and withdrawals are permitted only 
through payment to the depositor himself but not to any other 
person whether or not acting for the depositor. °4 


2. By adding the following new footnote to section I(e): 


a 0 ° 
5 Payment may be made to the depositor over the counter, through the mails 
or otherwise. 
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RESERVES OF MEMBER BANKS 
AMENDMENT TO REGULATION D 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


| *) Effective May 16, 1955, Regulation D is amended in the following 
) respects: 


1. By adding at the end of section l(e) the following new un- 
designated paragraph and footnote reference: 


The term “savings deposit” also means a deposit evidenced 
by a written receipt or agreement although not by a pass book, 
consisting of funds of the kind described above in this section 
l(e) and in respect to which deposit the depositor is required, or 
may at any time be required, by the bank to give notice in 
writing of an intended withdrawal not less than 30 days before 
such withdrawal is made, and withdrawals are permitted only 
through payment to the depositor himself but not to any other 
person whether or not acting for the depositor. >4 


2. By adding the following new footnote to section l(e): 


a . 5 
5 Payment may be made to the depositor over the counter, through the mails 
or otherwise. 
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cop. | SUPPLEMENT TO REGULATION D 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to member banks not in reserve and central reserve cities 
at opening of business on April 1, 1958, and as to member banks in 
reserve and central reserve cities at opening of business on March 20, 
1958. 


RESERVES REQUIRED TO BE 
a MAINTAINED BY MEMBER BANKS 
WITH FEDERAL RESERVE BANKS 


Pursuant to the provisions of section 19 of the Federal Reserve Act 
and section 2(a) of its Regulation D, the Board of Governors of the Fed- 
eral Reserve System hereby prescribes the following reserve balances 
which each member bank of the Federal Reserve System is required to 
maintain on deposit with the Federal Reserve Bank of its district: 


1. If not in a reserve or central reserve city-- 
(a) 5 per cent of its time deposits, plus 


(b) 11 per cent of its net demand deposits. 


2. If in a reserve city (except as to any bank located in an out- 
lying district of a reserve city or in territory added to such city 
by the extension of the city’s corporate limits, which, by the 
affirmative vote of five members of the Board of Governors of the 
Federal Reserve System, is permitted to maintain the reserves 
specified in paragraph 1 above)-- 


(a) 5 per cent of its time deposits, plus 


(b) 17 per cent of its net demand deposits. 


3. If in a central reserve city (except as to any bank located in 

an outlying district of a central reserve city or in territory added 

to such city by the extension of the city’s corporate limits, 

which, by the affirmative vote of five members of the Board,.of 

Governors of the Federal Reserve System, is permitted tormain- 

tain the reserves specified in paragraph Ager eranbore re O 
ae Wns 


a Ahhh ° 


(a) 5 per cent of its time deposits, plus 


(b) 19 per cent of its net demand deposits. 
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<op. | SUPPLEMENT TO REGULATION D 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to each member bank at the opening of business on April 
17, 1958, except as otherwise indicated. 


RESERVES REQUIRED TO BE 
- MAINTAINED BY MEMBER BANKS 
WITH FEDERAL RESERVE BANKS 


Pursuant to the provisions of section 19 of the Federal Reserve Act 
and section 2(a) of its Regulation D, the Board of Governors of the Fed- 
eral Reserve System hereby prescribes the following reserve balances 
which each member bank of the Federal Reserve System is required to 
maintain on deposit with the Federal Reserve Bank of its district: 


1. If not in a reserve or central reserve city-- 
(a) 5 per cent of its time deposits, plus 


(b) 11 per cent of its net demand deposits. 


2. If in a reserve city (except as to any bank located in an out- 
lying district of a reserve city or in territory added to such city 
by the extension of the city’s corporate limits, which, by -the 
affirmative vote of five members of the Board of Governors of the 
Federal Reserve System, is permitted to maintain the reserves 
specified in paragraph 1 above)-- ae 


(a) 5 per cent of its time deposits, plus 


(b) 17 per cent of its net demand deposits until the opening of 
business on April 24, 1958, and 16 1/2 per cent of its net de- 
mand deposits thereafter. 


3. If in a central reserve city (except as to any bank located in 
an outlying district of a central reserve city or in territory added 
to such city by the extension of the city’s corporate limits, 
which, by the affirmative vote of five members of the Board of 
a Governors of the Federal Reserve System, is permitted to main- 
tain the reserves specified in paragraph 1 or 2 above)- 


(Over) 


(a) 5 per cent of its time deposits, plus 


(b) 18 1/2 per cent of its net demand deposits until the open- 


ing of business on April 24, 1958, and 18 per cent of its net 
demand deposits thereafter. 
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SUPPLEMENT TO REGULATION D 


Section 204.5—Supplement 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to member banks not in reserve and central reserve 
cities at opening of business on December 1, 1959, and as to member 
banks in reserve and central reserve cities at opening of business 
on December 3, 1959. 


(a) Reserve percentages.—Pursuant to the provisions of section 
19 of the Federal Reserve Act and § 204.2 (a), but subject to para- 
graph (b) of this section, the Board of Governors of the Federal 
Reserve System hereby prescribes the following reserve balances 
which each member bank of the Federal Reserve System is required 
to maintain on deposit with the Federal Reserve Bank of its district: 


(1) If not in a reserve or central reserve city— 
(i) 5 per cent of its time deposits, plus 
(ii) 11 per cent of its net demand deposits. 


(2) If in a reserve city (except as to any bank located in 
such a city which is permitted by the Board of Governors of 
the Federal Reserve System, pursuant to § 204.2 (a) (2), to 
maintain the reserves specified in subparagraph (1) of this 
paragraph )— 

(i) 5 per cent of its time deposits, plus 
(ii) 1614 per cent of its net demand deposits. 


(3) If in a central reserve city (except as to any bank located 
in such a city which is permitted by the Board of Governors of 
the Federal Reserve System, pursuant to § 204.2 (a) (2), to 
maintain the reserves specified in subparagraph (1) or (2) of 
this paragraph) — 

(i) 5 per cent of its time deposits, plus 
(ii) 18 per cent of its net demand deposits. 


(b) Counting of currency and coin.—In partial compliance with 
the reserve requirements of paragraph (a) of this section, the amount 
of a member bank’s currency and coin shall be counted to the 
extent that it exceeds 2 per cent of the bank’s net demand deposits 
in the case of a bank subject to the requirements for banks located 
in central reserve and reserve cities, and to the extent that it exceeds 
4 per cent of the bank’s net demand deposits in the case of a bank 
subject to the reserve requirements for banks not located in central 
reserve and reserve cities. 
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BOARD OF GOVERNORS 
of the 
FEDERAL RESERVE SYSTEM 


7 RESERVES OF MEMBER BANKS 


» 4 


REGULATION D 
(12 CFR 204) 


As in Effect December 31, 1959 





INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to 
the Federal Reserve bank or Federal Reserve branch bank of 
the district in which the inquiry arises. 


STATUTORY AUTHORITY 


This regulation is issued under authority of provisions of section 
19 of the Federal Reserve Act (38 Stat. 270; 12 U.S.C. 461) which, 
together with related provisions of law, are published in the Ap- 
pendix hereto. 
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CONTENTS 


(This text corresponds to the Code of Federal Regulations, Title 12, 
Chapter II, Part 204,:cited as 12 CFR 204) 
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REGULATION D 
(12 CFR 204) 


As in effect December 31, 195Y 


RESERVES OF MEMBER BANKS 
SECTION 204.1—DEFINITIONS 


(a) Demand deposits.—The term “demand deposits” includes all 
deposits except “time deposits” as defined below. 


(6) Time deposits.—The term “time deposits” means “time cer- 
tificates of deposit,” “time deposits, open account” and “savings 
deposits,” as defined below. 





(c) Time certificates of deposit.—The term “time certificate of 
deposit” means a deposit evidenced by a negotiable or nonnegotiable 
instrument which provides on its face that the amount of such de- 
posit is payable to bearer or to any specified person or to his order— 


(1) On a certain date, specified in the instrument, not less 
than 30 days after the date of deposit, or 


(2) At the expiration of a certain specified time not less than 
30 days after the date of the instrument, or 


(3) Upon notice in writing which is actually required to be 
given not less than 30 days before the date of repayment,! and 


(4) In all cases only upon presentation and surrender of the 
instrument. 


(d) Time deposits, open account.—The term “time deposit, open 
account” means a deposit, other than a “time certificate of deposit” 
or a “savings deposit,” with respect to which there is in force a writ- 
ten contract with the depositor that neither the whole nor any part of 
such deposit may be withdrawn, by check or otherwise, prior to the 
date of maturity which shall be not less than 30 days after the date 
of the deposit,? or prior to the expiration of the period of notice 








1A deposit with respect to which the bank merely reserves the right to require 
notice of not less than 30 days before any withdrawal is made is not a “time cer- 
tificate of deposit’ within the meaning of the definition in § 204.1 (c). 

2 Deposits such as Christmas club accounts and vacation club accounts, which 
are made under written contracts providing that no withdrawal shall be made until 
a certain number of periodic deposits have been made during a period of not less 
than three months constitute “time deposits, open account” even though some of 
the deposits are made within 30 days from the end of such period. 
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which must be given by the depositor in writing not less than 30 days 
in advance of withdrawal.? 


(e) Savings deposits.—The term “savings deposit” means a de- 
posit, evidenced by a pass book, consisting of funds (1) deposited to 
the credit of one or more individuals, or of a corporation, association 
or other organization operated primarily for religious, philanthropic, 
charitable, educational, fraternal or other similar purposes and not 
operated for profit,* or (2) in which the entire beneficial interest is 
held by one or more individuals or by such a corporation, association 
or other organization, and in respect to which deposit— 


(i) The depositor is required, or may at any time be required, 
by the bank to give notice in writing of an intended withdrawal 
not less than 30 days before such withdrawal is made; 


(ii) Withdrawals are permitted in only two ways, either (a) 
upon presentation of the pass book, through payment to the per- 
son presenting the pass book, or (b) without presentation of the 
pass book, through payment to the depositor himself but not to 
any other person whether or not acting for the depositor.® 


The presentation by any officer, agent or employee of the bank of 
a pass book or a duplicate thereof retained by the bank or by any 
of its officers, agents or employees is not a presentation of the pass 
book within the meaning of this part except where the pass book is 
held by the bank as a part of an estate of which the bank is a trustee 
or other fiduciary, or where the pass book is held by the bank as 
security for a loan. If a pass book is retained by the bank, it may 
not be delivered to any person other than the depositor for the pur- 
pose of enabling such person to present the pass book in order to 
make a withdrawal, although the bank may deliver the pass book to a 
duly authorized agent of the depositor for transmittal to the 
depositor. 


3A deposit with respect to which the bank merely reserves the right to require 
notice of not less than 30 days before any withdrawal is made is not a “time deposit, 
open account,’ within the meaning of the definition in § 204.1 (d). 


4 Deposits in joint accounts of two or more individuals may be classified as 
savings deposits if they meet the other requirements of the above definition, but 
deposits of a partnership operated for profit may not be so classified. Deposits 
to the credit of an individual of funds in which any beneficial interest is held by 
a corporation, partnership, association or other organization operated for profit 
or not operated primarily for religious, philanthropic, charitable, educational, 
fraternal or other similar purposes may not be classified as savings deposits. 


5 Presentation of a pass book may be made over the counter or through the 
mails; and payment may be made over the counter, through the mails or other- 
wise, subject to the limitations of § 204.1 (e) (2) (ii) as to the person to whom 
such payment may be made. 
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Every withdrawal made upon presentation of a pass book shall 
be entered in the pass book at the time of the withdrawal, and every 
other withdrawal shall be entered in the pass book as soon as prac- 
ticable after the withdrawal is made. 


The term “savings deposit” also means a deposit evidenced by 
a written receipt or agreement although not by a pass book, con- 
sisting of funds of the kind described above in this paragraph and 
in respect to which deposit the depositor is required, or may at any 
time be required, by the bank to give notice in writing of an intended 
withdrawal not less than 30 days before such withdrawal is made, 
and withdrawals are permitted only through payment to the depositor 
himself but not to any other person whether or not acting for the 
depositor.® 


(f) Gross demand deposits.—The term “gross demand deposits” 
means the sum of all demand deposits, incuding demand deposits 
made by other banks, the United States, States, counties, school dis- 
tricts and other governmental subdivisions and municipalities, and 
all outstanding certified and officers’ checks (including checks issued 
by the bank in payment of dividends), and letters of credit and 
travelers’ checks sold for cash. 


(g) Cash items in process of collection.—The term “cash items in 
process of collection” means: 


(1) Checks in process of collection, drawn on a bank, private 
bank, or any other banking institution, which are payable im- 
mediately upon presentation in the United States, including 
checks with a Federal Reserve bank in process of collection and 
checks on hand which will be presented for payment or for- 
warded for collection on the following business day; 


(2) Government checks and warrants drawn on the Treasurer 
of the United States which are in process of collection ; 


(3) Such other items in process of collection, payable immedi- 
ately upon presentation in the United States, as are customarily 
cleared or collected by banks as cash items. 


Items handled as noncash collections may not be treated as “cash 
items in process of collection” within the meaning of this part. 


(h) Net demand deposits.—The term “net demand deposits” 
means gross demand deposits as defined in paragraph (f) of this 
section less the deductions allowed under the provisions of §204.2(b). 





®6Payment may be made to the depositor over the counter, through the mails 
or otherwise. 
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(1) Currency and coin.—The term “currency and coin” means 
United States currency and coin owned and held by a member bank, 
including currency and coin in transit to or from a Federal Reserve 
bank. “Countable” currency and coin means that part of a member 
bank’s currency and coin which is permitted to be counted as partial 
compliance with its reserve requirements. 


SECTION 204.2—COMPUTATION OF RESERVES 


(a) Amounts of reserves to be maintained.—(1) Every member 
bank shall maintain on deposit with the Federal Reserve bank of 
its district an actual net balance equal to 3 per cent of its time 
deposits, plus 7 per cent of its net demand deposits if it is not 
located in a reserve or central reserve city or 10 per cent of its net 
demand deposits if it is located in a reserve or central reserve city, 
or such different percentages of its time deposits and net demand 
deposits as the Board of Governors of the Federal Reserve System, 
pursuant to and within the limitations contained in section 19 of 
the Federal Reserve Act,’ may prescribe from time to time in the 
Supplement to this part; provided, that a member bank’s currency 
and coin shall be counted in partial compliance with such require- 
ments to such extent as the Board of Governors of the Federal 
Reserve System, pursuant to section 19 of the Federal Reserve 
Act, may permit from time to time in the Supplement to this 
part. 





(2) Notwithstanding the provisions of subparagraph (1) of this 
paragraph, a member bank located in a reserve city may hold and 
maintain the reserve balances which are in effect for member banks 
not located in reserve or central reserve cities, and a member bank 
located in a central reserve city may hold and maintain the reserve 
balances which are in effect for member banks located in reserve 
cities or for member banks not located in reserve or central reserve 
cities, if permission for the holding and maintaining of such lower 
reserve balances is granted by the Board of Governors of the Fed- 
eral Reserve System on such basis as the Board may deem reasonable 
and appropriate in view of the character of business transacted by 
the member bank. 


7 Any such different percentages prescribed by the Board may not be less than 
3 per cent of time deposits, 7 per cent of net demand deposits of banks not 
located in reserve or central reserve cities, or 10 per cent of net demand deposits 
of banks located in reserve or central reserve cities, nor more than 6 per cent 
of time deposits, 14 per cent of net demand deposits of banks not located in 
reserve or central reserve cities, or 22 per cent of net demand deposits of banks 
located in reserve or central reserve cities. 
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(3) For the purposes of this part, a member bank shall be con- 
sidered to be in a central reserve city if the head office or any branch 
of such bank is located in a central reserve city, and a member bank 
shall be considered to be in a reserve city if the head office or any 
branch thereof is located in a reserve city and neither the head 
office nor any branch thereof is located in a central reserve city. 


(6) Deductions allowed in computing reserves.—In determining 
the reserve balances required under the terms of this part, member 
banks may deduct from the amount of their gross demand deposits 
the amounts of balances subject to immediate withdrawal due from 
other banks and cash items in process of collection as defined in 
§ 204.1 (g). Balances “due from other banks” do not include bal- 
ances due from Federal Reserve banks, balances (payable in dollars 
or otherwise) due from foreign banks or branches thereof wherever 
located, or balances due from foreign branches of domestic banks. 
The word “banks” in the term “due from other banks” refers to in- 
corporated banks and does not include private banks or bankers.® 


(c) Availability of cash items as reserve.—Cash items forwarded 
to a Federal Reserve bank for collection and credit cannot be counted 
as part of the minimum reserve balance to be carried by a member 
bank with its Federal Reserve bank until the expiration of such time 
as may be specified in the appropriate time schedule referred to in 
part 210 of this chapter. If a member bank draw against items 
before such time, the draft will be charged against its reserve 
balance if such balance be sufficient in amount to pay it; but any 
resulting impairment of reserve balances will be subject to the 
penalties provided by law and by this part: Provided, however, That 
the Federal Reserve bank may, in its discretion, refuse at any time 
to permit the withdrawal or other use of credit given in its reserve 
account for any item for which the Federal Reserve bank has not 
received payment in actually and finally collected funds. 


(d) Reserves against trust funds.—A member bank exercising 
trust powers need not maintain reserves against trust funds which it 
keeps properly segregated as trust funds and apart from its general 
assets or which it deposits in another institution to the credit of 
itself as trustee or other fiduciary. If, however, such funds are 





8A member bank exercising fiduciary powers may not include in balances ‘due 
from other banks” amounts of trust funds deposited with other banks and due to it 
as trustee or other fiduciary. If trust funds are deposited by the trust department 
of a member bank in its commercial or savings department and are then redeposited 
in another bank subject to immediate withdrawal they may be included by the 
member bank in balances ‘‘due from other banks,” subject to the provisions of 
§ 204.2 (b). 
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mingled with the general assets of the bank, as permitted to national 
banks under authority of section 11(k) of the Federal Reserve Act 
(40 Stat. 967, as amended; 12 U.S.C. 248 (k) and Sup.), a deposit 
liability thereby arises against which reserves must be maintained. 


(e) Continuance of “time deposit” status.—A deposit which at 
the time of deposit was a “deposit evidenced by a time certificate of 
deposit,” “time deposit, open account,” or “savings deposit” con- 
tinues to be a “time deposit” until maturity or the expiration of the 
period of notice of withdrawal, although it has become payable 
within 30 days. After the date of maturity of any time deposit, 
such deposit is a demand deposit. After the expiration of the period 
of notice given with respect to the repayment of any savings deposit 
or other time deposit, such deposit is a demand deposit, except that, 
if the owner of such deposit advise the bank in writing that the 
deposit will not be withdrawn pursuant to such notice or that the 
deposit will thereafter again be subject to the contract or require- 
ments applicable to such deposit, the deposit will again constitute 
a savings deposit or other time deposit, as the case may be, after 
the date upon which such advice is received by the bank. 


SECTION 204.3—DEFICIENCIES IN RESERVES 


(a) Computation of deficiencies. 

(1) Deficiencies in reserve balances of member banks in cen- 
tral reserve cities and in reserve cities shall be computed on the 
basis of average daily net deposit balances and average daily 
countable currency and coin covering weekly periods.’ Deficien- 
cies in reserve balances of other member banks shall be com- 
puted on the basis of average daily net deposit balances and 
average daily countable currency and coin covering biweekly 
periods. 


(2) In computing such deficiencies the required reserve bal- 
ance of each member bank at the close of business each day shall 
be based upon its net deposit balances and countable currency 
and coin at the opening of business on the same day; and the 
weekly and biweekly periods referred to in paragraph (1) hereof 
shall end at the close of business on days to be fixed by the 
Federal Reserve banks with the approval of the Board of Gov- 
ernors of the Federal Reserve System. When, however, the 





® However, deficiencies in reserve balances of member banks in central reserve and 
reserve cities which have been authorized by the Board of Governors, under the 
provisions of § 204.2 (a) (2), to hold and maintain the reserve balances in effect for 
member banks not in central reserve and reserve cities will be computed on the 
basis provided for such latter member banks in this § 204.3 (a) (1). 


~}) 
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reserve computation period ends with a nonbusiness day, or 
two or more consecutive nonbusiness days, of the member bank 
or its Federal Reserve bank, such nonbusiness day or days may, 
at the option of the member bank, be included in the next reserve 
computation period. 


(b) Penalties. 


(1) Penalties for such deficiencies will be assessed monthly on 
the basis of average daily deficiencies during each of the reserve 
computation periods ending in the preceding calendar month. 


(2) Such penalties will be assessed at a rate of 2 per cent 
per annum above the Federal Reserve bank rate applicable to 
discounts of 90 day commercial paper for member banks, in 
effect on the first day of the calendar month in which the defi- 
ciencies occurred. 


(c) Notice to directors of banks deficient in reserves.—When- 
ever it shall appear that a member bank is not paying due regard 
to the maintenance of its reserves, the Federal Reserve bank shall 
address a letter to each director of such bank calling attention to 
the situation and advising him of the requirements of the law and 
of this part regarding the maintenance of reserves. 


(d) Continued deficiencies.—If, after the notice provided for in 
paragraph (c) of this section has been given, it shall appear that 
the member bank is continuing its failure to pay due regard to the 
maintenance of its reserves, the Federal Reserve bank shall report 
such fact to the Board of Governors of the Federal Reserve System 
with a recommendation as to whether or not the Board should: 


(1) In the case of a national bank, direct the Comptroller of 
the Currency to bring suit to forfeit the charter of such national 
bank pursuant to section 2 of the Federal Reserve Act (38 
Stat. 252; 12 U.S.C. 501 a); or 


(2) In the case of a State member bank, institute proceedings 
to require such bank to surrender its stock in the Federal Re- 
serve bank and to forfeit all rights and privileges of membership, 
pursuant to section 9 of the Federal Reserve Act (46 Stat. 251; 
12 U.S.C. 327); or 


(3) In either case, take such other action as the Federal Re- 
serve bank may recommend or the Board of Governors of the 
Federal Reserve System may consider advisable. 


(SECTION 204.5—SUPPLEMENT, containing reserve percentages and use of 
vault cash in meeting reserve requirements, is printed separately.) 
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APPENDIX 
STATUTORY PROVISIONS 


Section 19 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the Federal Reserve System is author- 
ized, for the purposes of this section, to define the terms ‘demand 
deposits,” “gross demand deposits,” “deposits payable on demand,” 
“time deposits,” “savings deposits,” and “trust funds,” to deter- 
mine what shall be deemed to be a payment of interest, and to 
prescribe such rules and regulations as it may deem necessary to 
effectuate the purposes of this section and prevent evasions there- 
of: Provided, That, within the meaning of the provisions of this 
section regarding the reserves required of member banks, the term 
“time deposits” shall include “savings deposits.” 


Every bank, banking association, or trust company which is or 
which becomes a member of any Federal Reserve bank shall estab- 
lish and maintain reserve balances with its Federal Reserve bank 
as follows: 


(a) If not in a reserve or central reserve city,* as now or 
hereafter defined, it shall hold and maintain with the Federal 
Reserve bank of its district an actual net balance equal to not 
less than seven per centum of the aggregate amount of its 
demand deposits and three per centum of its time deposits. 


(b) If in a reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal Reserve bank of its 
district an actual net balance equal to not less than ten per 
centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits. 


(c) If ina central reserve city,* as now or hereafter defined, 
it shall hold and maintain with the Federal Reserve bank of 
its district an actual net balance equal to not less than ten 
per centum of the aggregate amount of its demand deposits 
and three per centum of its time deposits. 


Notwithstanding the other provisions of this section— 


(1) the Board of Governors, under such regulations as it 
may prescribe, may permit member banks to count all or part 
of their currency and coin as reserves required under this 
section; and 





* Effective July 28, 1962, the designation ‘‘central reserve city’ is terminated. 
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(2) a member bank in a reserve city may hold and main- 
tain the reserve balances which are in effect under this section 
for member banks described in paragraph (a), and a member 
bank in a central reserve city* may hold and maintain the 
reserve balances which are in effect under this section for 
member banks described in paragraph (a) or (b), if permis- 
sion for the holding and maintaining of such lower reserve 
balances is granted by the Board of Governors of the Federal 
Reserve System, either in individual cases or under regula- 
tions of the Board, on such basis as the Board may deem 
reasonable and appropriate in view of the character of busi- 
ness transacted by the member bank. 


Notwithstanding the other provisions of this section, the Board 
of Governors of the Federal Reserve System, upon the affirmative 
vote of not less than four of its members, in order to prevent 
injurious credit expansion or contraction, may by regulation 
change the requirements as to reserves to be maintained against 
demand or time deposits or both (1) by member banks in central 
reserve cities* or (2) by member banks in reserve cities or (3) by 
member banks not in reserve or central reserve cities* or (4) by 
all member banks; but the amount of the reserves required to 
be maintained by any such member bank as a result of any such 
change shall not be less than the amount of the reserves required 
by law to be maintained by such bank nor more than twice such 
amount, except that in the case of member banks in reserve cities 
and central reserve cities* the maximum amount of reserves which 
may be required to be maintained against demand deposits shall 
be 22 per centum. 


% * *% * * *% * * 


The required balance carried by a member bank with a Federal 
Reserve bank may, under the regulations and subject to such pen- 
alties as may be prescribed by the Board of Governors of the Fed- 
eral Reserve System, be checked against and withdrawn by such 
member bank for the purpose of meeting existing liabilities. 


In estimating the reserve balances required by this Act, member 
banks may deduct from the amount of their gross demand deposits 
the amounts of balances due from other banks (except Federal 
Reserve banks and foreign banks) and cash items in process of 
collection payable immediately upon presentation in the United 





* Effective July 28, 1962, the designation ‘“‘central reserve city’? is terminated. 
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States, within the meaning of these terms as defined by the Board 
of Governors of the Federal Reserve System. 


* * *% * * * * * 


Notwithstanding the provisions of the First Liberty Bond Act, 
as amended, the Second Liberty Bond Act, as amended, and the 
Third Liberty Bond Act, as amended, member banks shall be 
required to maintain the same reserves against deposits of public 
moneys by the United States as they are required by this section 
to maintain against other deposits: Provided, That until six 
months after the cessation of hostilities in the present war as 
determined by proclamation of the President or concurrent reso- 
lution of the Congress no deposit payable to the United States 
by any member bank arising solely as the result of subscriptions 
made by or through such member bank for United States Govern- 
ment securities issued under authority of the Second Liberty 
Bond Act, as amended, shall be subject to the reserve require- 
ments of this section. 


(“Cessation of hostilities’ was proclaimed by the President on 
December 31, 1946; and, accordingly, the proviso in the above para- 
graph expired six months after that date.] 


Section 11 of the Federal Reserve Act provides in part as follows: 


The Board of Governors of the Federal Reserve System shall be 
authorized and empowered: * * * (c) To suspend for a period not 
exceeding thirty days, and from time to time to renew such sus- 
pension for periods not exceeding fifteen days, any reserve require- 
ments specified in this Act: Provided, That it shall establish a 
graduated tax upon the amounts by which the reserve requirements 
of this Act may be permitted to fall below the level hereinafter 
specitied sa. 
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SUPPLEMENT TO REGULATION D 


Section 204.5—Supplement 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to all member banks at the opening of business on 
7, November 24, 1960, except as otherwise indicated. 


(a) Reserve percentages.—Pursuant to the provisions of section 
19 of the Federal Reserve Act and § 204.2 (a), but subject to para- 
graph (b) of this section, the Board of Governors of the Federal 
Reserve System hereby prescribes the following reserve balances 
which each member bank of the Federal Reserve System is required 
to maintain on deposit with the Federal Reserve Bank of its district: 


(1) If not in a reserve or central reserve city— 
(i) 5 percent of its time deposits, plus 
(ii) 12 per cent of its net demand deposits. 


(2) If in a reserve city (except as to any bank located in 
such a city which is permitted by the Board of Governors of 
the Federal Reserve System, pursuant to 8 204.2 (a) (2), to 
maintain the reserves specified in subparagraph (1) of this 
paragraph)— 

(i) 5 per cent of its time deposits, plus 
(ii) 16% per cent of its net demand deposits. 


(3) If in a central reserve city (except as to any bank located 
in such a city which is permitted by the Board of Governors of 
the Federal Reserve System, pursuant to § 204.2 (a) (2), to 
maintain the reserves specified in subparagraph (1) or (2) of 
this paragraph)— 

(i) 5 per cent of its time deposits, plus 

(ii) 174% per cent of its net demand deposits until the 
opening of business on December 1, 1960, and 16% 
per cent of its net demand deposits thereafter. 


(6) Counting of currency and coin.—The amount of a member bank’s 
currency and coin shall be counted in partial compliance with the 
reserve requirements of paragraph (a) of this section. 
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SUPPLEMENT TO REGULATION D 
Section 204.5—Supplement 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to member banks not in reserve and central reserve 
cities at opening of business on August 25, 1960, and as to member 
banks in reserve and central reserve cities at opening of business 
on September 1, 1960. 


(a) Reserve percentages.—Pursuant to the provisions of section 
19 of the Federal Reserve Act and § 204.2 (a), but subject to para- 
graph (b) of this section, the Board of Governors of the Federal 
Reserve System hereby prescribes the following reserve balances 
which each member bank of the Federal Reserve System is required 
to maintain on deposit with the Federal Reserve Bank of its district: 


(1) If not in a reserve or central reserve city— 
(i) 5 per cent of its time deposits, plus 
(11) 11 per cent of its net demand deposits. 


(2) If in a reserve city (except as to any bank located in 
such a city which is permitted by the Board of Governors of 
the Federal Reserve System, pursuant to § 204.2 (a) (2), to 
maintain the reserves specified in subparagraph (1) of this 
paragraph )— 

(i) 5 per cent of its time deposits, plus 
(ii) 1614 per cent of its net demand deposits. 


(3) If in a central reserve city (except as to any bank located 
in such a city which is permitted by the Board of Governors of 
the Federal Reserve System, pursuant to § 204.2 (a) (2), to 
maintain the reserves specified in subparagraph (1) or (2) of 
this paragraph )— 

(i) 5 per cent of its time deposits, plus 
(ii) 1714 per cent of its net demand deposits. 


(b) Counting of currency and coin.—In partial compliance with 
the reserve requirements of paragraph (a) of this section, the amount 
of a member bank’s currency and coin shall be counted to the 
extent that it exceeds 1 per cent of the bank’s net demand deposits 
in the case of a bank subject to the requirements for banks atte ated 
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As Revised Effective July 28, 1962 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to 
the Federal Reserve Bank of the district in which the inquiry 
arises. 


STATUTORY AUTHORITY 


This regulation is issued under authority of provisions of section 19 
of the Federal Reserve Act (38 Stat. 270, as amended; 12 U.S.C. 461, 
462, 462a-1, 462b, 464, 465) which, together with related provisions of 
law, are published in the Appendix hereto. 
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SUPPLEMENT TO REGULATION D 


Section 204.5—Supplement 


ISSUED BY THE BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to all member banks at the opening of business on 
July 28, 1962 


(a) Reserve percentages.—Pursuant to the provisions of section 19 
of the Federal Reserve Act and § 204.2(a), but subject to paragraph 
(6) of this section, the Board of Governors of the Federal Reserve 
System hereby prescribes the following reserve balances which each 
member bank of the Federal Reserve System is required to maintain 
on deposit with the Federal Reserve bank of its district: 


(1) If not ina reserve city— 


(1) 5 per cent of its time deposits, plus 
(11) 12 per cent of its net demand deposits. 

(2) If in a reserve city (except as to any bank located in such a 
city which is permitted by the Board of Governors of the Federal 
Reserve System, pursuant to § 204.2(a) (2), to maintain the reserves 
specified in subparagraph (1) of this paragraph)— 

(1) 5 per cent of its time deposits, plus 
(11) 161% per cent of its net demand deposits. 


(6) Counting of currency and coin.—The amount of a member 
bank’s currency and coin shall be counted as reserves in determining 


compliance with the reserve requirements of paragraph (a) of this 
section. 


THE LIBRARY OF THE 
AUG 27 1962 
UNIVERSITY OF ILLINOIS 
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REGULATION D 


(12 CFR PART 204) 
As Revised Effective July 28, 1962 


RESERVES OF MEMBER BANKS 
SECTION 204.1—DEFINITIONS 


(a) Demand deposits.—The term “demand deposits” includes all 
deposits except ‘‘time deposits” as defined below. 


(6) Time deposits.—The term “time deposits” means “time certifi- 
cates of deposits,’ “time deposits, open account” and “savings 
deposits,” as defined below. 


(c) Time certificates of deposit.—The term “time certificate of 
deposit”? means a deposit evidenced by a negotiable or nonnegotiable 
instrument which provides on its face that the amount of such deposit 
is payable to bearer or to any specified person or to his order— 


(1) On a certain date, specified in the instrument, not less than 
30 days after the date of deposit, or 


(2) At the expiration of a certain specified time not less than 30 
days after the date of the instrument, or 


(3) Upon notice in writing which is actually required to be given 
not less than 30 days before the date of repayment,! and 


(4) In all cases only upon presentation and surrender of the 
instrument. 


(d) Time deposits, open account.—The term “time deposit, open 
account”” means a deposit, other than a “time certificate of deposit” 
or a “savings deposit,” with respect to which there is in force a written 
contract with the depositor that neither the whole nor any part of 
such deposit may be withdrawn, by check or otherwise, prior to the 
date of maturity which shall be not less than 30 days after the date 
of the deposit,” or prior to the expiration of the period of notice which 
must be given by the depositor in writing not less than 380 days in 
advance of withdrawal.’ 


1A deposit with respect to which the bank merely reserves the right to require notice of not 
less than 30 days before any withdrawal is made is not a “time certificate of deposit.’ 

2 Deposits such as Christmas club accounts and vacation club accounts, which are made 
under written contracts providing that no withdrawal shall be made until a certain number of 
periodic deposits have been made during a period of not less than three months constitute 
“time deposits, open account’ even though some of the deposits are made within 30 days 
from the end of such period. 

3 A deposit with respect to which the bank merely reserves the right to require notice of 
not less than 30 days before any withdrawal is made is not a ‘“‘time deposit, open account.”’ 


1 


2 REGULATION D Sec. 204.1 


(e) Savings deposits.—The term “savings deposit” means a deposit— 


(1) Which consists of funds deposited to the credit of one or more 
individuals, or of a corporation, association, or other organization 
operated primarily for religious, philanthropic, charitable, educa- 
tional, fraternal, or other similar purposes and not operated for 
profit;* or in which the entire beneficial interest is held by one or 
more individuals or by such a corporation, association, or other 
organization; and 


(2) With respect to which the depositor is required, or may at 
any time be required, by the bank to give notice in writing of an 
intended withdrawal not less than 30 days before such withdrawal 
is made. 


(f) Gross demand deposits.—The term “gross demand deposits” 
means the sum of all demand deposits, including demand deposits 
made by other banks, the United States, States, counties, school 
districts and other governmental subdivisions and municipalities, and 
all outstanding certified and officers’ checks (including checks issued 
by the bank in payment of dividends), and letters of credit and 
travelers’ checks sold for cash. 


(g) Cash items in process of collection.—The term ‘cash items 
in process of collection” means: 


(1) Checks in process of collection, drawn on a bank, private 
bank, or any other banking institution, which are payable im- 
mediately upon presentation in the United States, including checks 
with a Federal Reserve bank in process of collection and checks 
on hand which will be presented for payment or forwarded for 
collection on the following business day; 


(2) Government checks and warrants drawn on the Treasurer 
of the United States which are in process of collection; 


(3) Such other items in process of collection, payable immediately 
upon presentation in the United States, as are customarily cleared or 
collected by banks as cash items. 


Items handled as noncash collections may not be treated as “cash 
items in process of collection” within the meaning of this part. 


4 Deposits in joint accounts of two or more individuals may be classified as savings deposits 
if they meet the other requirements of the above definition, but deposits of a partnership 
operated for profit may not be so classified. Deposits to the credit of an individual of funds in 
which any beneficial interest is held by a corporation, partnership, association or other 
organization operated for profit or not operated primarily for religious, philanthropic, charita- 
ble, educational, fraternal or other similar purposes may not be classified as savings deposits. 
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(h) Net demand deposits.—The term “net demand deposits” 
means gross demand deposits as defined in paragraph (f) of this 
section less the deductions allowed under the provisions of § 204.2(b). 


(1) Currency and coin.—The term “currency and coin” means 
United States currency and coin owned and held by a member bank, 
including currency and coin in transit to or from a Federal Reserve 
bank. 


SECTION 204.2—COMPUTATION OF RESERVES 


(a) Amounts of reserves to be maintained.—(1) Every mem- 
ber bank shall maintain on deposit with the Federal Reserve bank 
of its district an actual net balance equal to 3 per cent of its time 
deposits, plus 7 per cent of its net demand deposits if it is not located 
in a reserve city or 10 per cent of its net demand deposits if it is 
located in a reserve city, or such different percentages of its time 
deposits and net demand deposits as the Board of Governors of the 
Federal Reserve System, pursuant to and within the limitations con- 
tained in section 19 of the Federal Reserve Act,> may prescribe from 
time to time in § 204.5 (the Supplement to this part); Provided, 
That a member bank’s currency and coin shall be counted as 
reserves in determining compliance with such requirements to such 
extent as the Board of Governors of the Federal Reserve System, 
pursuant to section 19 of the Federal Reserve Act, may permit 
from time to time in § 204.5. 


(2) Notwithstanding the provisions of subparagraph (1) of this 
paragraph, a member bank located in a reserve city may hold and 
maintain the reserve balances which are in effect for member banks 
not located in reserve cities if, upon application to the Board of 
Governors, the Board grants permission for the holding and main- 
taining of such lower reserve balances after consideration of all 
factors relating to the character of such bank’s business, including, 
but not limited to, the amount of such member bank’s total assets, 
the amount of its total deposits, the amount of its total demand de- 
posits, the amount of its demand deposits owing to banks, the nature 
of its depositors and borrowers, the rate of activity of its demand 
deposits, its geographical location within the city, and its competi- 
tive position with relation to other banks in the city. Any such per- 
mission shall be subject to revocation by the Board at any time in 


5 Any such different percentages prescribed by the Board may not be less than 3 per cent of 
time deposits, 7 per cent of net demand deposits of banks not located in reserve cities, or 10 
per cent of net demand deposits of banks located in reserve cities, nor more than 6 per cent 
of time deposits, 14 per cent of net demand deposits of banks not located in reserve cities, or 
22 per cent of net demand deposits of banks located in reserve cities. 
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the light of changed circumstances, and all such grants of permission 
may be subject to annual review by the Board. 


(3) For the purposes of this part, a member bank shall be con- 
sidered to be in a reserve city if the head office or any branch thereof 
is located in a reserve city. 


(6) Deductions allowed in computing reserves.—In deter- 
mining the reserve balances required under the terms of this part, 
member banks may deduct from the amount of their gross demand 
deposits the amounts of balances subject to immediate withdrawal 
due from other banks and cash items in process of collection as 
defined in § 204.1(g). Balances “due from other banks” do not in- 
clude balances due from Federal Reserve banks, balances (payable 
in dollars or otherwise) due from foreign banks or branches thereof 
wherever located, or balances due from foreign branches of domestic 
banks. The word “banks” in the term ‘due from other banks” refers 
to incorporated banks and does not include private banks or 
bankers.® 


(c) Availability of cash items as reserve.—Cash items for- 
warded to a Federal Reserve bank for collection and credit cannot 
be counted as part of the minimum reserve balance to be carried 
by a member bank with its Federal Reserve bank until the expiration 
of such time as may be specified in the appropriate time schedule 
referred to in part 210 of this chapter. If a member bank draw against 
items before such time, the draft will be charged against its reserve 
balance if such balance be sufficient in amount to pay it; but any 
resulting impairment of reserve balances will be subject to the 
penalties provided by law and by this part: Provided, however, 
That the Federal Reserve bank may, in its discretion, refuse at any 
time to permit the withdrawal or other use of credit given in its 
reserve account for any item for which the Federal Reserve bank 
has not received payment in actually and finally collected funds. 


(d) Reserves against trust funds.—A member bank exercising 
trust powers need not maintain reserves against trust funds which 
it keeps properly segregated as trust funds and apart from its general 
assets or which it deposits in another institution to the credit of 
itself as trustee or other fiduciary. If, however, such funds are 
mingled with the general assets of the bank, as permitted to national 
banks under authority of section 11(k) of the Federal Reserve Act 
6 A member bank exercising fiduciary powers may not include in balances ‘‘due from other 

banks”’ amounts of trust funds deposited with other banks and due to it as trustee or other 
fiduciary. If trust funds are deposited by the trust department of a member bank in its com- 
mercial or savings department and are then redeposited in another bank subject to immediate 


withdrawal they may be included by the member bank in balances ‘‘due from other banks,’ 
subject to the provisions of § 204.2(b). 
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(40 Stat. 969; 12 U.S.C. 248(k)), a deposit liability thereby arises 
against which reserves must be maintained. 


(e) Continuance of “time deposits’? status.—A deposit which 
at the time of deposit was a “deposit evidenced by a time certificate 
of deposit,” “time deposit, open account,” or “savings deposit” con- 
tinues to be a “time deposit” until maturity or the expiration of the 
period of notice of withdrawal, although it has become payable 
within 30 days. After the date of maturity of any time deposit, such 

3} deposit is a demand deposit. After the expiration of the period of 
notice given with respect to the repayment of any savings deposit or 
other time deposit, such deposit .is a demand deposit, except that, if 
the owner of such deposit advise the bank in writing that the deposit 
will not be withdrawn pursuant to such notice or that the deposit 
will thereafter again be subject to the contract or requirements 
applicable to such deposit, the deposit will again constitute a savings 
deposit or other time deposit, as the case may be, after the date 
upon which such advice is received by the bank. 


SECTION 2043—DEFICIENCIES IN RESERVES 


(a) Computation of deficiencies.—(1) Deficiencies in reserve 
balances of member banks in reserve cities shall be computed on the 
basis of average daily net deposit balances and average daily cur- 
rency and coin covering weekly periods.’ Deficiencies in reserve 
balances of other member banks shall be computed on the basis 
of average daily net deposit balances and average daily currency 
and coin covering biweekly periods. 


(2) In computing such deficiencies the required reserve balance 
of each member bank at the close of business each day shall be 
based upon its net deposit balances and currency and coin at the 
opening of business on the same day; and the weekly and biweekly 
periods referred to in paragraph (1) hereof shall end at the close 
of business on days to be fixed by the Federal Reserve banks with 
the approval of the Board of Governors of the Federal Reserve 
System. When, however, the reserve computation period ends with 
a nonbusiness day, or two or more consecutive nonbusiness days, of 
the member bank or its Federal Reserve bank, such nonbusiness day 
or days may, at the option of the member bank, and whether or 
not it had a reserve deficiency in such computation period, be 
included in the next reserve computation period. 


7 However, deficiencies in reserve balances of member banks in reserve cities which have 
been authorized by the Board of Governors, under the provisions of § 204.2(a)(2), to hold 
yy and maintain the reserve balances in effect for member banks not in reserve cities will be 
di computed on the basis provided for such latter member banks. 
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(b) Penalties.—(1) Penalties for such deficiencies will be as- 
sessed monthly on the basis of average daily deficiencies during 
each of the reserve computation periods ending in the preceding 
calendar month. 


(2) Such penalties will be assessed at a rate of 2 per cent per 
annum above the Federal Reserve bank rate applicable to discounts 
of 90 day commercial paper for member banks, in effect on the first 
day of the calendar month in which the deficiencies occurred. 


(c) Notice to directors of banks deficient in reserves.—When- 
ever it shall appear that a member bank is not paying due regard 
to the maintenance of its reserves, the Federal Reserve bank shall 
address a letter to each director of such bank calling attention to 
the situation and advising him of the requirements of the law and of 
this part regarding the maintenance of reserves. 


(d) Continued deficiencies.—If, after the notice provided for in 
paragraph (c) of this section has been given, it shall appear that 
the member bank is continuing its failure to pay due regard to the 
maintenance of its reserves, the Federal Reserve bank shall report 
such fact to the Board of Governors of the Federal Reserve System 
with a recommendation as to whether or not the Board should: 


(1) In the case of a national bank, direct the Comptroller of 
the Currency to bring suit to forfeit the charter of such national 
bank pursuant to section 2 of the Federal Reserve Act (38 Stat. 
252" 12-0'S8.C. 50) 4a) + or 


(2) In the case of a State member bank, institute proceedings 
to require such bank to surrender its stock in the Federal Reserve 
bank and to forfeit all rights and privileges of membership pur- 
suant to section 9 of the Federal Reserve Act (46 Stat. 251; 12 
UG 324)4.0r 


(3) In either case, take such other action as the Federal Re- 
serve bank may recommend or the Board of Governors of the 
Federal Reserve System may consider advisable. 


(SECTION 204.5—SUPPLEMENT, containing reserve percentages and use of 
vault cash in meeting reserve requirements, is printed separately.) 


f * 


APPENDIX 


STATUTORY PROVISIONS 


Section 19 of the Federal Reserve Act (38 Stat. 270, as amended; 12 
U.S.C. 461, 462, 462a-1, 462b, 464, 465) provides in part as follows: 


The Board of Governors of the Federal Reserve System is author- 
ized, for the purposes of this section, to define the terms “demand 
deposits,” ‘gross demand deposits,” ‘deposits payable on demand,” 
“time deposits,” “savings deposits,’ and “trust fund,” to deter- 
mine what shall be deemed to be a payment of interest, and to 
prescribe such rules and regulations as it may deem necessary to 
effectuate the purposes of this section and prevent evasions there- 
of: Provided, That, within the meaning of the provisions of this 
section regarding the reserves required of member banks, the term 
“time deposits” shall include “savings deposits.” 


Every bank, banking association, or trust company which is or 
which becomes a member of any Federal Reserve bank shall estab- 
lish and maintain reserve balances with its Federal Reserve bank 
as follows: 


(a) If not in a reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal Reserve bank of its 
district an actual net balance equal to not less than seven per 
centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits. 


(b) If in a reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal Reserve bank of its 
district an actual net balance equal to not less than ten per 
centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits. 


Notwithstanding the other provisions of this section (1) the Board 
of Governors, under such regulations as it may prescribe, may permit 
member banks to count all or part of their currency and coin as re- 
serves required under this section; and (2) a member bank in a 
reserve city may hold and maintain the reserve balances which are 
in effect under this section for member banks described in paragraph 
(a), if permission for the holding and maintaining of such lower re- 
serve balances is granted by the Board of Governors of the Federal 
Reserve System, either in individual cases or under regulations of the 
Board, on such basis as the Board may deem reasonable and appro- 
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priate in view of the character of business transacted by the member 
bank. 


Notwithstanding the other provisions of this section, the Board 
of Governors of the Federal Reserve System, upon the affirmative 
vote of not less than four of its members, in order to prevent 
injurious credit expansion or contraction, may by regulation change 
the requirements as to reserves to be maintained against demand 
or time deposits or both (1) by member banks in reserve cities, (2) 
by member banks not in reserve cities, or (3) by all member banks; 
but the amount of the reserves required to be maintained by any 
such member bank as a result of any such change shall not be less 
than the amount of the reserves required by law to be maintained by 
such bank nor more than twice such amount, except that in the case 
of member banks in reserve cities the maximum amount of reserves 
which may be required to be maintained against demand deposits 
shall be 22 per centum. 


% * % * % * * * 


The required balance carried by a member bank with a Federal 
Reserve bank may, under the regulations and subject to such pen- 
alties as may be prescribed by the Board of Governors of the Fed- 
eral Reserve System, be checked against and withdrawn by such 
member bank for the purpose of meeting existing liabilities. 


In estimating the reserve balances required by this Act, member 
banks may deduct from the amount of their gross demand deposits 
the amounts of balances due from other banks (except Federal 
Reserve banks and foreign banks) and cash items in process of 
collection payable immediately upon presentation in the United 
States, within the meaning of these terms as defined by the Board 
of Governors of the Federal Reserve System. 


% * * * * * % * 


Notwithstanding the provisions of the First Liberty Bond Act, 
as amended, the Second Liberty Bond Act, as amended, and the 
Third Liberty Bond Act, as amended, member banks shall be 
required to maintain the same reserves against deposits of public 
moneys by the United States as they are required by this section 
to maintain against other deposits: Provided, That until six months 
after the cessation of hostilities in the present war as determined 
by proclamation of the President or concurrent resolution of the 
Congress no deposit payable to the United States by any member 
bank arising solely as the result of subscriptions made by or through 
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such member bank for United States Government securities issued 
under authority of the Second Liberty Bond Act, as amended, shall 
be subject to the reserve requirements of this section. 

[Cessation of hostilities” was proclaimed by the President on Decem- 


ber 31, 1946; and, accordingly, the proviso in the above paragraph expired 
six months after that date.] 


Section 11 of the Federal Reserve Act (38 Stat 262, as amended; 12 
\ U.S.C. 248) provides in part as follows: 

The Board of Governors of the Federal Reserve System shall be 
authorized and empowered: * * * (c) To suspend for a period not 
exceeding thirty days, and fronmr time to time to renew such sus- 
pension for periods not exceeding fifteen days, any reserve require- 
ments specified in this Act: Provided, That it shall establish a 
graduated tax upon the amounts by which the reserve requirements 
of this Act may be permitted to fall below the level hereinafter 
specified * * * 
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RESERVES OF MEMBER BANKS 


AMENDMENT TO REGULATION D 


ISSUED BY THE BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective September 1, 1966, section 204.1 is amended as follows: 


(1) Paragraphs (f), (g), (h), and (i) are redesignated as paragraphs 
(g), (h), (i), and (j), respectively. 


(2) A new paragraph (f) is inserted as follows: 


SECTION 204.1--DEFINITIONS 


({) Deposits as including certain promissory notes For the 
purposes of this part, the term “deposits” shall be deemed to include 
any promissory note, acknowledgment of advance, due bill, or similar 
instrument that is issued by a member bank principally as a means of 
obtaining funds to be used in its banking business, except any such 
instrument (1) that is issued to another bank, (2) that evidences an 
indebtedness arising from a transfer of assets that the bank is obligated 
to repurchase, or (3) that has an original maturity of more than two years 
and states expressly that it is subordinated to the claims of depositors. 
This paragraph shall not, however, affect the status, for purposes of this 
part, of any instrument issued before June 27, 1966. 
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SUPPLEMENT TO REGULATION D 


Section 204.5—Supplement 


ISSUED BY THE BoARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


») Effective as to member banks in reserve cities at the open- 
4 ing of business on October 25, 1962, and as to all other 
member banks at the opening of business on November 1, 1962, 


(a) Reserve percentages.—Pursuant to the provisions of section 19 
of the Federal Reserve Act and § 204.2(a) and subject to paragraph 
(6) of this section, the Board of Governors of the Federal Reserve 
System hereby prescribes the following reserve balances which each 
member bank of the Federal Reserve System is required to maintain 
on deposit with the Federal Reserve bank of its district: 


(1) If not in a reserve city— 


(1) 4 per cent of its time deposits, plus 
(11) 12 per cent of its net demand deposits. 


(2) If in a reserve city (except as to any bank located in such a 
city which is permitted by the Board of Governors of the Federal 
Reserve System, pursuant to § 204.2(a) (2), to maintain the reserves 
specified in subparagraph (1) of this paragraph) — 

(1) 4 per cent of its time deposits, plus 
(11) 161% per cent of its net demand deposits. 


(6) Counting of currency and coin.—The amount of a member 
bank’s currency and coin shall be counted as reserves in determining 
compliance with the reserve requirements of paragraph (a) of this 
section. 
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SUPPLEMENT TO REGULATION D 


Section 204.5—Supplement 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to member banks in reserve cities at the opening of 
business on July 14, 1966, and as to all other member banks at the 
opening of business on July 21, 1966. 


(a) Reserve percentages.—Pursuant to the provisions of 
section 19 of the Federal Reserve Act and § 204.2(a) and sub- 
ject to paragraph (b) of this section, the Board of Governors 
of the Federal Reserve System hereby prescribes the following 
reserve balances which each member bank of the Federal 
Reserve System is required to maintain on deposit with the 
Federal Reserve bank of its district: 


(1) If not ina reserve city— 


(1) 4 percent of its savings deposits, plus 


(11) 4 per cent of its other time deposits up to $5 mil- 
lion and 5 per cent of such deposits in excess of 
$5 million, plus 


(i111) 12 per cent of its net demand deposits. 


(2) If in a reserve city (except as to any bank located in 
such a city which is permitted by the Board of Governors of 
the Federal Reserve System, pursuant to § 204.2(a) (2), to 
maintain the reserves specified in subparagraph (1) of this 
paragraph) — 


(i) 4 percent of its savings deposits, plus 


(ii) 4 per cent of its other time deposits up to $5 mil- 
lion and 5 per cent of such deposits in excess of 
$5 million, plus 


(iii) 1614 per cent of its net demand deposits. 


(b) Counting of currency and coin.—The amount of a mem- 
ber bank’s currency and coin shall be counted as reserves in 
determining compliance with the reserve requirements of 
paragraph (a) of this section. 
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RESERVES OF MEMBER BANKS 


REGULATION D 
(12 CFR 204) 


As amended effective January 1, 1967 
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UNIVEPSITY OF ILLINOIS 


INQUIRIES WITH RESPECT TO THIS REGULATION 


Any inquiry relating to this regulation should be addressed to 
the Federal Reserve Bank of the Federal Reserve district in 
which the inquiry arises. 


STATUTORY AUTHORITY 


This regulation is issued under authority of provisions of 
section 19 of the Federal Reserve Act (12 U.S.C. 461, 462, 
464, 465) which, together with related provisions of law, are 
published in the Appendix hereto. 
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REGULATION D 
(12 CFR 204) 
As amended effective January 1, 1967 


RESERVES OF MEMBER BANKS * 


SECTION 204.1—DEFINITIONS 





(a) Demand deposits.—The term “demand deposits” includes 
all deposits except “‘time deposits’ as defined below. 


(b) Time deposits.—The term “time deposits” means “time 
certificates of deposits,” “time deposits, open account” and 
“savings deposits,” as defined below. 


(c) Time certificates of deposit.—The term “time certificate 
of deposit” means a deposit evidenced by a negotiable or non- 
negotiable instrument which provides on its face that the amount 
of such deposit is payable to bearer or to any specified person 
or to his order— 





(1) On a certain date, specified in the instrument, not less 
than 30 days after the date of deposit, or 


(2) At the expiration of a certain specified time not less 
than 30 days after the date of the instrument, or 


(8) Upon notice in writing which is actually required to be 
given not less than 30 days before the date of repayment, 
and 


(4) In all cases only upon presentation and surrender of the 
instrument. 


(d) Time deposits, open account.—The term “time deposit, 
open account” means a deposit, other than a “time certificate 
of deposit’, with respect to which there is in force a written 
contract with the depositor that neither the whole nor any part 
of such deposit may be withdrawn, by check or otherwise, prior 
to the date of maturity, which shall be not less than 30 days after 
the date of the deposit,? or prior to the expiration of the period 


* The text corresponds to the Code of Federal Regulations, Title 12, Chapter IE, Part 204; 
cited as 12 CFR 204. The words ‘“‘this part’’, as used herein, mean Regulation D. 

1A deposit with respect to which the bank merely reserves the right to require notice of 
not less than 30 days before any withdrawal is made is not a ‘“‘time certificate of deposit’. 

2 Deposits, such as Christmas club accounts and vacation club accounts, which are made 
under written contracts providing that no withdrawal shall be made until a certain number 
of periodic deposits have been made during a period of not less than 3 months constitute 
“time deposits, open account’’ even though some of the deposits are made within 30 days 
from the end of the period. 
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of notice which must be given by the depositor in writing not less 
than 30 days in advance of withdrawal.? 


(e) Savings deposits.—The term “savings deposit” means a 
deposit— 


(1) which consists of funds deposited to the credit of one 
or more individuals, or of a corporation, association, or other 
organization operated primarily for religious, philanthropic, 
charitable, educational, fraternal, or other similar purposes 
and not operated for profit;+ or in which the entire beneficial 
interest is held by one or more individuals or by such a corpo- 
ration, association, or other organization; and 


(2) with respect to which the depositor is not required by 
the deposit contract but may at any time be required by the 
bank to give notice in writing of an intended withdrawal not 
less than 80 days before such withdrawal is made® and which 
it not payable on a specified date or at the expiration of a speci- 
fied time after the date of deposit. 


(f) Deposits as including certain promissory notes.—For the 
purposes of this part, the term “deposits” shall be deemed to 
include any promissory note, acknowledgment of advance, due 
bill, or similar instrument that is issued by a member bank 
principally as a means of obtaining funds to be used in its bank- 
ing business, except any such instrument (1) that is issued to 
another bank, (2) that evidences an indebtedness arising from 
a transfer of assets that the bank is obligated to repurchase, or 
(3) that has an original maturity of more than 2 years and 
states expressly that it is subordinated to the claims of 
depositors. This paragraph shall not, however, affect the status, 
for purposes of this part, of any instrument issued before 
June 27, 1966. 


(g) Gross demand deposits.—The term “gross demand 
deposits” means the sum of all demand deposits, including 


3 A deposit with respect to which the bank merely reserves the right to require notice of 
not less than 80 days before any withdrawal is made is not a “time deposit, open account”’, 
within the meaning of the above definition. 

4 Deposits in joint accounts of two or more individuals may be classified as savings deposits 
if they meet the other requirements of the above definition, but deposits of a partnership 
operated for profit may not be so classified. Deposits to the credit of an individual of funds 
in which any beneficial interest is held by a corporation, partnership, association, or other 
organization operated for profit or not operated primarily for religious, philanthropic, charita- 
ble, educational, fraternal, or other similar purposes may not be classified as savings deposits. 

5 The exercise by the bank of its right to require such notice shall not cause the deposit 
to cease to be a savings deposit. 
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demand deposits made by other banks, the United States, States, 
counties, school districts and other governmental subdivisions 
and municipalities, and all outstanding certified and officers’ 
checks (including checks issued by the bank in payment of 
dividends), and letters of credit and travelers’ checks sold for 
cash. 


(h) Cash items in process of collection.—The term “cash 
items in process of collection” means: 


(1) Checks in process of collection, drawn on a bank, 
private bank, or any other banking institution, which are pay- 
able immediately upon presentation in the United States, 
including checks with a Federal Reserve bank in process of 
collection and checks on hand which will be presented for 
payment or forwarded for collection on the following business 
day; 

(2) Government checks and warrants drawn on the Treas- 
urer of the United States which are in process of collection; 

(8) Such other items in process of collection, payable im- 
mediately upon presentation in the United States, as are 
customarily cleared or collected by banks as cash items. 


Items handled as noncash collections may not be treated as 
“cash items in process of collection” within the meaning of 
this part. 


(1) Net demand deposits.—The term “net demand deposits” 
means gross demand deposits as defined in paragraph (qg) of this 
section less the deductions allowed under the _ provisions 
of § 204.2 (b). 

(7) Currency and coin.—The term “currency and coin” means 
United States currency and coin owned and held by a member 
bank, including currency and coin in transit to or from a Federal 
Reserve bank. 


SECTION 204.2—COMPUTATION OF RESERVES 

(a) Amounts of reserves to be maintained.— (1) Every mem- 
ber bank shall maintain on deposit with the Federal Reserve 
bank of its district an actual net balance equal to 3 per cent of its 
time deposits, plus 7 per cent of its net demand deposits if it is 
not located in a reserve city or 10 per cent of its net demand 
deposits if it is located in a reserve city, or such different per- 
centages of its time deposits and net demand deposits as the 
Board of Governors of the Federal Reserve System, pursuant to 
and within the limitations contained in section 19 of the Federal 
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Reserve Act, may prescribe from time to time in § 204.5 (the 
Supplement to this part); Provided, That a member bank’s 
currency and coin shall be counted as reserves in determining 
compliance with such requirements to such extent as the Board 
of Governors of the Federal Reserve System, pursuant to section 
19 of the Federal Reserve Act, may permit from time to time 
in § 204.5. 


(2) Notwithstanding the provisions of subparagraph (1) of 
this paragraph, a member bank located in a reserve city may 
hold and maintain the reserve balances which are in effect for 
member banks not located in reserve cities if, upon application 
to the Board of Governors, the Board grants permission for the 
holding and maintaining of such lower reserve balances after 
consideration of all factors relating to the character of such 
bank’s business, including but not limited to, the amount of such 
member bank’s total assets, the amount of its total deposits, 
the amount of its total demand deposits, the amount of its 
demand deposits owing to banks, the nature of its depositors 
and borrowers, the rate of activity of its demand deposits, its 
geographical location within the city, and its competitive posi- 
tion with relation to other banks in the city. Any such per- 
mission shall be subject to revocation by the Board at any time 
in the light of changed circumstances, and all such grants of per- 
mission may be subject to annual review by the Board. 


(3) For the purposes of this part, a member bank shall be 
considered to be in a reserve city if the head office or any branch 
thereof is located in a reserve city. 


(b) Deductions allowed in computing reserves.—In determin- 
ing the reserve balances required under the terms of this part, 
member banks may deduct from the amount of their gross 
demand deposits the amounts of balances subject to immediate 
withdrawal due from other banks and cash items in process of 
collection as defined in § 204.1(h). Balances “due from other 
banks” do not include balances due from Federal Reserve banks, 
balances (payable in dollars or otherwise) due from foreign 
banks or branches thereof wherever located, or balances due from 
foreign branches of domestic banks.°® 





6 A member bank exercising fiduciary powers may not include in balances ‘‘due from other 
banks” amounts of trust funds deposited with other banks and due to it as trustee or other 
fiduciary. If trust funds are deposited by the trust department of a member bank in its com- 
mercial or savings department and are then redeposited in another bank subject to immediate 
withdrawal they may be included by the member bank in balances “‘due from other banks,”’ 
subject to the provisions of § 204.2(b). 
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(c) Availability of cash items as reserve.—Cash items for- 
warded to a Federal Reserve bank for collection and credit 
cannot be counted as part of the minimum reserve balance to be 
carried by a member bank with its Federal Reserve bank until 
the expiration of such time as may be specified in the appro- 
priate time schedule referred to in part 210 of this chapter. 
If a member bank draw against items before such time, the draft 
will be charged against its reserve balance if such balance be 
sufficient in amount to pay it; but any resulting impairment of 
reserve balances will be subject to the penalties provided by law 
and by this part: Provided, however, That the Federal Reserve 
bank may, in its discretion, refuse at any time to permit the with- 
drawal or other use of credit given in its reserve account for 
any item for which the Federal Reserve bank has not received 
payment in actually and finally collected funds. 


(d) Reserves against trust funds.—A member bank exercising 
trust powers need not maintain reserves against trust funds 
which it keeps properly segregated as trust funds and apart 
from its general assets or which it deposits in another institution 
to the credit of itself as trustee or other fiduciary. If, however, 
such funds are mingled with the general assets of the bank, a 
deposit liability thereby arises against which reserves must be 
maintained. 


(e) Continuance of “time deposit’? status.—A deposit which 
at the time of deposit was a “‘deposit evidenced by a time certifi- 
cate of deposit,” “time deposit, open account,” or “savings 
deposit” continues to be a “time deposit” until maturity or the 
expiration of the period of notice of withdrawal, although it has 
become payable within 30 days. After the date of maturity of any 
time deposit, such deposit is a demand deposit. After the expira- 
tion of the period of notice given with respect to the repayment 
of any savings deposit or other time deposit, such deposit is a 
demand deposit, except that, if the owner of such deposit advise 
the bank in writing that the deposit will not be withdrawn pur- 
suant to such notice or that the deposit will thereafter again be 
subject to the contract or requirements applicable to such deposit, 
the deposit will again constitute a savings deposit or other time 
deposit, as the case may be, after the date upon which such advice 
is received by the bank. 


SECTION 204.3—DEFICIENCIES IN RESERVES 
(a) Computation of deficiencies.—(1) Deficiencies in reserve 
balances of member banks in reserve cities shall be computed on 
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the basis of average daily net deposit balances and average daily 
currency and coin covering weekly periods.? Deficiencies in re- 
serve balances of other member banks shall be computed on the 
basis of average daily net deposit balances and average daily 
currency and coin covering biweekly periods. 


(2) In computing such deficiencies the required reserve bal- 
ance of each member bank at the close of business each day shall 
be based upon its net deposit balances and currency and coin at 
the opening of business on the same day; and the weekly and 
biweekly periods referred to in subparagraph (1) hereof shall end 
at the close of business on days to be fixed by the Federal Reserve 
banks with the approval of the Board of Governors of the Federal 
Reserve System. When, however, the reserve computation period 
ends with a nonbusiness day, or two or more consecutive non- 
business days, of the member bank or its Federal Reserve bank, 
such nonbusiness day or days may, at the option of the member 
bank, and whether or not it had a reserve deficiency in such com- 
putation period, be included in the next reserve computation 
period. 


(b) Penalties.—(1) Penalties for such deficiencies will be as- 
sessed monthly on the basis of average daily deficiencies during 
each of the reserve computation periods ending in the preceding 
calendar month. 


(2) Such penalties will be assessed at a rate of 2 per cent 
per annum above the Federal Reserve bank rate applicable to 
discounts of 90-day commercial paper for member banks, in effect 
on the first days of the calendar month in which the deficiences 
occurred. 


(c) Notice to directors of banks deficient in reserves.—When- 
ever it shall appear that a member bank is not paying due regard 
to the maintenance of its reserves, the Federal Reserve bank shall 
address a letter to each director of such bank calling attention to 
the situation and advising him of the requirements of the law and 
of this part regarding the maintenance of reserves. 


(d) Continued deficiencies.—If, after the notice provided for 
in paragraph (c) of this section has been given, it shall appear 


7 However, deficiencies in reserve balances of member banks in reserve cities which have 
been authorized by the Board of Governors, under the provisions of § 204.2(a) (2), to hold 
and maintain the reserve balances in effect for member banks not in reserve cities will be 
computed on the basis provided for such latter member banks. 
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that the member bank is continuing its failure to pay due regard 
to the maintenance of its reserves, the Federal Reserve bank shall 
report such fact to the Board of Governors of the Federal Re- 
serve System with a recommendation as to whether or not the 
Board should: 


(1) In the case of a national bank, direct the Comptroller 
of the Currency to bring suit to forfeit the charter of such 
national bank pursuant to section 2 of the Federal Reserve Act 
(SS platecoc 112. 1.200 Lacon 


(2) In the case of a State member bank, institute proceed- 
ings to require such bank to surrender its stock in the Federal 
Reserve bank and to forfeit all rights and privileges of mem- 
bership pursuant to section 9 of the Federal Reserve Act (46 
StavecoL te Ue. oon OF 


(3) In either case, take such other action as the Federal 
Reserve bank may recommend or the Board of Governors of 
the Federal Reserve System may consider advisable. 


(SECTION 204.5—SUPPLEMENT, containing reserve percentages and use 
of vault cash in meeting reserve ‘requirements, is printed separately.) 
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STATUTORY PROVISIONS 


Section 19 of the Federal Reserve Act (12 U.S.C. 461, 462, 464, 
465) provides in part as follows: 


(a) The Board is authorized for the purposes of this section 
to define the terms used in this section, to determine what shall be 
deemed a payment of interest, and to prescribe such regulations 
as it may deem necessary to effectuate the purposes of this section 
and to prevent evasions thereof. 


(b) Every member bank shall maintain reserves against its 
deposits in such ratios as shall be determined by the affirmative 
vote of not less than four members of the Board within the follow- 
ing limitations: 

(1) In the case of any member bank in a reserve city, the 
minimum reserve ratio for any demand deposit shall be not less 
than 10 per centum and not more than 22 per centum, except 
that the Board, either in individual cases or by regulation, on 
such basis as it may deem reasonable and appropriate in view 
of the character of business transacted by such bank, may make 
applicable the reserve ratios ~-prescribed for banks not in re- 
serve cities. 


(2) Inthe case of any member bank not in a reserve city, the 
minimum reserve ratio for any demand deposit shall be not less 
than 7 per centum and not more than 14 per centum. 


(3) In the case of any deposit other than a demand deposit, 
the minimum reserve ratio shall be not less than 3 per centum 
and not more than 10 per centum. 


(c) Reserves held by any member bank to meet the require- 
ments imposed pursuant to subsection (b) of this section shall 
be in the form of— 


(1) balances maintained for such purpose by such bank in 
the Federal Reserve bank of which it is a member, and 


(2) the currency and coin held by such bank, or such part 
thereof as the Board may by regulation prescribe. 
* * * * * 


(f) The required balance carried by a member bank with a 
Federal Reserve bank may, under the regulations and subject to 
such penalties as may be prescribed by the Board of Governors 


; 
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of the Federal Reserve System, be checked against and withdrawn 
by such member bank for the purpose of meeting existing 
liabilities. 

(g) In estimating the reserve balances required by this Act, 
member banks may deduct from the amount of their gross de- 
mand deposits the amounts of balances due from other banks 
(except Federal Reserve banks and foreign banks) and cash items 
in process of collection payable immediately upon presentation in 
the United States, within the meaning of these terms as defined 
by the Board of Governors of the Federal Reserve System. 


[The provisions of section 19 as set forth above became effective by Act 
of September 21, 1966 (80 Stat. 823). That Act provides that one year from 
the date of its enactment, each provision of law amended by it is further 
amended to read as immediately before its enactment. On September 20, 
1966, the relevant provisions of section 19 read as follows: 


The Board of Governors of the Federal Reserve System is authorized for 
the purposes of this section, to define the terms ‘demand deposits’, “gross 
demand deposits’, “deposits payable on demand”, “time deposits”, “savings 
deposits”, and “trust funds’, to determine what shall be deemed to be a pay- 
ment of interest, and to prescribe such rules and regulations as it may deem 
necessary to effectuate the purposes of this section and prevent evasions 
thereof: Provided, That, within the meaning of the provisions of this section 
regarding the reserves required of member banks, the term “time deposits” 
shall include “savings deposits”’. 


Every bank, banking association, or trust company which is or which 
becomes a member of any Federal Reserve bank shall establish and maintain 
reserve balances with its Federal Reserve bank as follows: 


(a) If not in a reserve city, as now or hereafter defined, it shall hold 
and maintain with the Federal Reserve bank of its district an actual 
net balance equal to not less than seven per centum of the aggregate 
amount of its demand deposits and three per centum of its time deposits. 


(b) If in a reserve city, as now or hereafter defined, it shall hold 
and maintain with the Federal Reserve bank of its district an actual 
net balance equal to not less than ten per centum of the aggregate 
amount of its demand deposits and three per centum of its time deposits. 


Notwithstanding the other provisions of this section (1) the Board of 
Governors, under such regulations as it may prescribe, may permit member 
banks to count all or part of their currency and coin as reserves required 
under this section; and (2) a member bank in a reserve city may hold and 
maintain the reserve balances which are in effect under this section for 
member banks described in paragraph (a), if permission for the holding 
and maintaining of such lower reserve balances is granted by the Board of 
Governors of the Federal Reserve System, either in individual cases or 
under regulations of the Board, on such basis as the Board may deem reason- 
able and appropriate in view of the character of business transacted by 
the member bank. 
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Notwithstanding the other provisions of this section, the Board of Gov- 
ernors of the Federal Reserve System, upon the affirmative vote of not less 
than four of its members, in order to prevent injurious credit expansion or 
contraction, may by regulation change the requirements as to reserves to be 
maintained against demand or time deposits or both (1) by member banks 
in reserve cities, (2) by member banks not in reserve cities, or (3) by all 
member banks; but the amount of the reserves required to be maintained by 
any such member bank as a result of any such change shall not be less than 
the amount of the reserves required by law to be maintained by such bank 
nor more than twice such amount, except that in the case of member banks 
in reserve cities the maximum amount of reserves which may be required 
to be maintained against demand deposits shall be 22 per centum. 

* * * * * 


The required balance carried by a member bank with a Federal Reserve 
bank may, under the regulations and subject to such penalties as may be 
prescribed by the Board of Governors of the Federal Reserve System, be 
checked against and withdrawn by such member bank for the purpose of 
meeting existing liabilities. 

In estimating the reserve balance required by this Act, member banks 
may deduct from the amount of their gross demand deposits the amounts 
of balances due from other banks (except Federal Reserve banks and foreign 
banks) and cash items in process of collection payable immediately upon 
presentation in the United States, within the meaning of these terms as 
defined by the Board of Governors of the Federal Reserve System. 

fe ke Re ee hy 

Notwithstanding the provisions of the First Liberty Bond Act, as 
amended, the Second Liberty Board Act, as amended, and the Third Liberty 
Bond Act, as amended, member banks shall be required to maintain the 
same reserves against deposits of public moneys by the United States as 
they are required by this section to maintain against other deposits: Pro- 
vided, That until six months after the cessation of hostilities in the present 
war as determined by proclamation of the President or concurrent resolution 
of the Congress no deposit payable to the United States by any member bank 
arising solely as the result of subscriptions made by or through such member 
bank for United States Government securities issued under authority of 
the Second Liberty Bond Act, as amended, shall be subject to the reserve 
requirements of this section. ] 


Section 11 of the Federal Reserve Act (88 Stat. 262, as 
amended; 12 U.S.C. 248) provides in part as follows: 


The Board of Governors of the Federal Reserve System shall 
be authorized and empowered: * * * (c) To suspend for a period 
not exceeding thirty days, and from time to time to renew such 
suspension for periods not exceeding fifteen days, any reserve 
requirements specified in this Act: Provided, That it shall 
establish a graduated tax upon the amounts by which the reserve 
requirements of this Act may be permitted to fall below the level 
hereinafter specified * * *. 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


RESERVES OF MEMBER BANKS 
AMENDMENTS TO REGULATION D 


1. Effective July 25, 1969, section 204.1(f) is amended to read 
as follows: 


SECTION 204.1—DEFINITIONS 


* * * 


(f) Deposits as including certain promissory notes and other 
obligations.—F or the purposes of this Part, the term “deposits” shall 
be deemed to include any promissory note, acknowledgment of ad- 
vance, due bill, or similar instrument that is issued by a member bank 
principally as a means of obtaining funds to be used in its banking 
business, except any such instrument (1) that is issued to another 
bank, (2) that evidences an indebtedness arising from a transfer of 
direct obligations of, or obligations that are fully guaranteed as to 
principal and interest by, the United States or any agency thereof 
(other than a part interest in such obligations) that the bank is obli- 
gated to repurchase, or (3) that has an original maturity of more 
than 2 years and states expressly that it is subordinated to the claims 
of depositors. This paragraph shall not, however, affect (i) any 
instrument issued before June 27, 1966, or (ii) any instrument that 
evidences an indebtedness arising from a transfer of assets under 
repurchase agreement issued before July 25, 1969, or (ii) until 
August 28, 1969, any instrument that evidences an indebtedness 
arising from a transfer of assets under repurchase agreement issued, 
renewed, or extended on or after July 25, 1969. 


2. Effective July 31, 1969, Section 204.1(g) is amended to read 
as follows: 


(g) Gross demand deposits.—The term ‘‘gross demand deposits’’ 
means the sum of all demand deposits, including demand deposits to 
the credit of other banks, the United States, States, counties, school 
districts, and other governmental subdivisions and municipalities, and 
all outstanding certified and officers’ checks (including checks issued 
by the bank in payment of dividends and checks or drafts drawn by 
or on behalf of a foreign branch of a member bank on an account 
maintained by such a branch with a domestic office of the parent 
bank), and letters of credit and travelers’ checks sold for cash. 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SysTEM 


RESERVES OF MEMBER BANKS 
AMENDMENT TO REGULATION D 


Effective September 4, 1969, section 204.1(b) and (f) are amended 
to read as follows: 


SECTION 204.1—DEFINITIONS 
% a * 

(b) Time deposits.—The term ‘‘time deposits’’ meaus ‘‘time cer- 
tificates of deposit,’’ ‘‘time deposits, open account,’’ and ‘‘savings de- 
posits,’’ as defined below; except that for the purposes of § 204.5(c), 
‘time deposits’’ shall have the meaning set forth therein. 

* * ¢ 

(f) Deposits as including certain promissory notes and other in- 
struments.—F'or the purposes of this Part, the term ‘‘deposits’’ shall 
be deemed to include any promissory note, acknowledgment of advance, 
due bill, or similar instrument that is issued by a member bank prin- 
cipally as a means of obtaining funds to be used in its banking busi- 
ness, except any such instrument (1) that is issued to a domestic bank- 
ing office of another bank,°** (2) that evidences an indebtedness arising 
from a transfer of direct obligations of, or obligations that are fully 
guaranteed as to principal and interest by, the United States or any 
agency thereof (other than a part interest in such obligations) that 
the bank is obligated to repurchase, or (3) that has an original matur- 
ity of more than 2 years and states expressly that it is subordinated to 
the claims of depositors. This paragraph shall not, however, affect (i) 
any instrument issued before June 27, 1966, or (11) any instrument 
that evidences an indebtedness arising from a transfer of assets under 
repurchase agreement issued before July 25, 1969, or (iii) until 
August 28, 1969, any instrument that evidences an indebtedness 
arising from a transfer of assets under repurchase agreement issued, 
renewed, or extended on or after July 25, 1969, or (iv) any instrument 
issued to a foreign office of another bank before June 27, 1969. 


5a I.e., any banking office in any State of the United States or the District of Columbia 
of a bank organized under domestic or foreign law. 
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SUPPLEMENT TO REGULATION D 


Section 204.5—Supplement 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to all member banks at the opening of business on 
January 5, 1967. 


(a) Reserve percentages.—Pursuant to the provisions of sec- 
tion 19 of the Federal Reserve Act and § 204.2(a) and subject 
to paragraph (b) of this section, the Board of Governors of the 
Federal Reserve System hereby prescribes the following reserve 
balances which each member bank of the Federal Reserve System 
is required to maintain on deposit with the Federal Reserve bank 
of its district: 


(1) If not in a reserve city— 


(i) 


(ii) 


4 per cent of (A) its savings deposits and (B) its 
time deposits, open account, that constitute deposits 
of individuals, such as Christmas club accounts and 
vacation club accounts, that are made under written 
contracts providing that no withdrawal shall be made 
until a certain number of periodic deposits have been 
made during a period of not less than 3 months, plus 


4 per cent of its other time deposits up to $5 million 
and 6 per cent of such deposits in excess of $5 mil- 
lion, plus 


(ili) 12 per cent of its net demand deposits. 


(2) If in a reserve city (except as to any bank located in such 
a city which is permitted by the Board of Governors of the Fed- 
eral Reserve System, pursuant to § 204.2(a) (2), to maintain the 
reserves specified in subparagraph (1) of this paragraph) — 


(1) 


4 per cent of (A) its savings deposits and (B) its 
time deposits, open account, that constitute deposits 
of individuals, such as Christmas club accounts and 
vacation club accounts, that are made under written 


contracts providing that no withdrawal shall be made 
until a certain number of periodic deposits have been 
made during a period of not less than 3 months, plus 


(ii) 4 per cent of its other time deposits up to $5 million 
and 6 per cent of such deposits in excess of $5 mil- 
lion, plus 


(iii) 1614 per cent of its net demand deposits. 


(b) Currency and coin.—The amount of a member bank’s 
currency and coin shall be counted as reserves in determining 
compliance with the reserve requirements of paragraph (a) of 
this section. 
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SUPPLEMENT TO REGULATION D 


Section 204.5—Supplement 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective as to member banks in reserve cities at the opening of 
\ business on January 11, 1968, and as to all other member banks at 
yy the opening of business on January 18, 1968. 


(a) Reserve percentages.—Pursuant to the provision of sec- 
tion 19 of the Federal Reserve Act and § 204.2(a) and subject 
to paragraph (b) of this section, the Board of Governors of the 
Federal Reserve System hereby prescribes the following reserve 
balances which each member bank of the Federal Reserve Sys- 


tem is required to maintain on deposit wit ayrok Be&erve 
Bank of its district: THE ELERA mn 


ae ae HE CHNEES 
(i) 3 per cent of (A) its saving sifittiostd hd (B) its 


time deposits, open account, that constitute deposits 
of individuals, such as Christmas club accounts and 
vacation club accounts, that are made under written 
contracts providing that no withdrawal shall be 
made until a certain number of periodic deposits 
have been made during a period of not less than 3 
months; plus 

(ii) 38 per cent of its other time deposits up to $5 million, 
plus 6 per cent of such deposits in excess of $5 mil- 
lion; plus 

(iii) 12 per cent of its net demand deposits up to $5 mil- 
lion, plus 1214 per cent of such deposits in excess of 
$5 million. 


(1) If not in a reserve city— 


(2) If in a reserve city (except as to any bank located in such 

a city which is permitted by the Board of Governors of the Fed- 

eral Reserve System, pursuant to § 204.2(a) (2), to maintain the 
reserves specified in subparagraph (1) of this paragraph)— 

(i) 38 per cent of (A) its savings deposits and (B) its 

time deposits, open account, that constitute deposits 

of individuals, such as Christmas club accounts and 


vacation club accounts, that are made under written 
contracts providing that no withdrawal shall be 
made until a certain number of periodic deposits 
have been made during a period of not less than 3 
months; plus 


(ii) 3 per cent of its other time deposits up to $5 million, 
plus 6 per cent of such deposits in excess of $5 mil- 
lion; plus 

(iii) 1614 per cent of its net demand deposits up to $5 
million, plus 17 per cent of such deposits in excess of 
$5 million. 


(6) Currency and coin.—The amount of a member bank’s 
currency and coin shall be counted as reserves in determining 
compliance with the reserve requirements of paragraph (a) of 
this section. 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


SUPPLEMENT TO REGULATION D 


Effective April 17, 1969 
SECTION 204.5—-SUPPLEMENT 


(a) Reserve percentages.—Pursuant to the provisions of section 19 
of the Federal Reserve Act and § 204.2(a) and subject to paragraph 
J (b) of this section, the Board of Governors of the Federal Reserve 
x System hereby prescribes the following reserve balances which each 
member bank of the Federal Reserve System is required to maintain on 

deposit with the Federal Reserve Bank of its district: 


(1) If not in a reserve city— 


(i) 3 per cent of (A) its savings deposits and (B) its time 
deposits, open account, that constitute deposits of individ- 
uals, such as Christmas club accounts and vacation club 
accounts, that are made under written contracts providing 
that no withdrawal shall be made until a certain number 
of periodic deposits have been made during a period of not 
less than 3 months; plus 

(ii) 3 per cent of its other time deposits up to $5 million, plus 
6 per cent of such deposits in excess of $5 million; plus 


(iii) 12% per cent of its net demand deposits up to $5 million, 
plus 13 per cent of such deposits in excess of $5 million. 


(2) If in a reserve city (except as to any bank located in such a city 
which is permitted by the Board of Governors of the Federal Reserve 
System, pursuant to § 204.2(a)(2), to maintain the reserves specified 
in subparagraph (1) of this paragraph)— 


© 3 per cent of (A) its savings deposits and (B) its time 


Hic | ‘iad 
THE | 7 BF ig deposits, open account, that constitute deposits of individ- 
A! | uals, such as Christmas club accounts and vacation club 
cy 5> oP 
i S29 accounts, that are made under written contracts providing 


that no withdrawal shall be made until a certain number 
‘ of periodic deposits have been made during a period of not 
less than 3 months; plus 


(ii) 3 per cent of its other time deposits up to $5 million, plus 
6 per cent of such deposits in excess of $5 million; plus 


(iii) 17 per cent of its net demand deposits up to $5 million, plus 
171% per cent of such deposits in excess of $5 million. 


. > (b) Currency and coin.—The amount of a member bank’s currency 
and coin shall be counted as reserves in determining compliance with 
the reserve requirements of paragraph (a) of this section. 
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SUPPLEMENT TO REGULATION D 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective September 4, 1969, section 204.5 (Supplement to Regula- 
tion D) is amended to read as follows: 


SECTION 204.5—SUPPLEMENT 


(a) Reserve percentages.—Pursuant to the provisions of section 19 
of the Federal Reserve Act and § 204.2(a) and subject to paragraphs 
(6) and (c) of this section, the Board of Governors of the Federal 
Reserve System hereby prescribes the following reserve balances which 
each member bank of the Federal Reserve System is required to main- 
tain on deposit with the Federal Reserve bank of its district: 


(1) If not in a reserve city— 


(1) 


(ii) 


(iii) 


3 per cent of (A) its savings deposits and (B) its 
time deposits, open account, that constitute deposits 
of individuals, such as Christmas club accounts and 
vacation club accounts, that are made under written 
contracts providing that no withdrawal shall be made 
until a certain number of periodic deposits have been 
made during a period of not less than 3 months; plus 
3 per cent of its other time deposits up to $5 million, 
plus 6 per cent of such deposits in excess of $5 mil- 
lion; plus 

12% per cent of its net demand deposits up to $5 


million, plus 13 per cent of such deposits in excess 
of $5 million. 


(2) If in a reserve city (except as to any bank located in such a 
eity which is permitted by the Board of Governors of the Federal 
Reserve System, pursuant to § 204.2(a@) (2), to maintain the reserves 
specified in subparagraph (1) of this paragraph)— 


(1) 


(ii) 


(iii) 


3 per cent of (A) its savings deposits and (B) its 
time deposits, open account, that constitute deposits 
of individuals, such as Christmas club accounts and 
vacation club accounts, that are made under written 
contracts providing that no withdrawal shall be made 
until a certain number of periodic deposits have been 
made during a period of not less than 3 months; plus 
3 per cent of its other time deposits up to $3 million, 
plus 6 per cent of such deposits in excess of $5 mil- 
lion; plus 

17 per cent of its net demand deposits up to $5 mil- 
lion, plus 171% per cent of such deposits in excess of 
$5 million. 


7 Foam am ne th Bel 
VHE Biv rr) | ef rd 
-m 4A 
erm 8 1969 


mae eee eee 
"Yi ne wa & DEAE 
wate 89 4 

= 3 j 


SA 


(b) Currency and coin.—The amount of a member bank’s currency 
and coin shall be counted as reserves in determining cempliance with 
the reserve requirements of paragraph (a) of this section. 


(c) Reserve percentages against certain deposits by foreign bank- 
ing offices—Deposits represented by promissory notes, acknowledg- 
ments of advance, due bills, or similar obligations described in 
§ 204.1(f) to foreign offices of other banks® shall not be subject to para- 
graph (a) of this section or to § 204.3(a) (1) and (2) ; but during each 
week of the four-week period beginning October 16, 1969, and during 
each week of each successive four-week (‘‘maintenance’’) period, a 
member bank shall maintain with the Reserve Bank of its district a 
daily average balance equal to 10 per cent of the daily average amount 
of such deposits during the four-week (‘‘computation’’) period ending 
on the Wednesday fifteen days before the beginning of the mainten- 
ance period; except that only 3 per cent need be so maintained against 
such deposits which are time deposits? aggregating not more than 4 per 
cent of such member bank’s daily average deposits subject to para- 
graph (a) of this section during the computation period. An excess 
or deficiency in reserves in any week of a maintenance period under 
this paragraph shall be subject to § 204.3(a) (3), as if computed under 
§ 204.3(a) (2), and deficiencies under this paragraph shall be subject 
to §204.3(b).10 


—. 


8 I.e., offices of other banks not covered by § 204.1(f)(1). 

9 For the purposes of this paragraph, “time deposits’? means any deposit having a maturity 
of one day or more. 

10 The term “computation period” in § 204.3(a)(3) and (b) shall, for this purpose, be 
deemed to refer to each week of a maintenance period under this paragraph. 
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REGULATION E 


This Regulation has, since July 10, 1923, been continuously 
in effect in substantially the form printed herewith and is still 
in effect in such form on the date of this reprint, May 15, 1930 





UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1930 











V3 aad) Sas 
eee ae ate 


















er (oh ie alas ye Wage aeaes een bree is 
‘ y re | pe i eee i 
Voy ; 7 a ( 
Sai r} 





















ba] , —~/ . r A A a : » 
Ae cy ic, Supaiectendae ane neon 
Bia Tt 28 , y Abd : 

| 7 “ , on v e rahe Mei a) a Wi ey my eat 

| uf oe hy ingen 7 he 


mer 


‘ ‘ a Wee ys rit 
FS bth, SOO a 
. i a ee \ +4. BS ew gn Aes i * 


mb: fs ; 7 ‘sped ee OR ow 
wale et vn vere ene hei cack iit ah 
.) rb, x6 ary EN 2 ad oa e3 sh He Es it) 


i “ : , oe ih 7 ‘ 
Lo Ae pa tad Ge oe at aig ae hp Witt ae Me Esa Cue Pee 
vis f } ee eee wore Po a ring teltcneh Twitt au are an int 


ae . a. an 4 an iA Oe ee a dad ej ed ie red ‘yu, co ahd ae 
Sy: : : a 7 y F - , are oid ae oa A. ie te 
; : jhe ‘ Sel : Gay y 4 ee 
a0 ne ; , ; > . f i a Vand: 2 a's 2 iui 6 yi aoe we £ oj a 
i r " ‘ ‘ , is é ; ea i hh ote 7 sal ae 


. k es is ea P ~0 > it 1 sat 
] 


| ul 
pied ar ern ee yas, Ge i as ‘whenaneaS We 


‘ lane 4 , ‘oo | f ; ~* | Opis neae ith a le ay an 


ies os 


a is ox . 
Len d . S y 
1 # i 
¥ al : H 4 od J 





y 


ta Z 
~ a 
: ST a oh eminent 
ee 8 
2 


age 
<—~: 
. 
. 
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(Superseding Regulation B of 1924) bib ta Gr ee! G36 
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PURCHASE OF WARRANTS MLINOIS 


SECTION I. STATUTORY REQUIREMENTS 


2 Section 14 of the Federal reserve act reads in part as follows: 


Every Federal reserve bank shall have power— 

(0) To buy and sell, at home or abroad, bonds and notes of the United States, 
and bills, notes, revenue bonds, and warrants with a maturity from date of 
purchase of not exceeding six months, issued in anticipation of the collection of 
taxes or in anticipation of the receipt of assured revenues by any State, county, 
district, political subdivision, or municipality in the continental United States, 
including irrigation, drainage and reclamation districts, such purchases to be 
made in accordance with rules and regulations prescribed by the Federal 
Reserve Board. 


SECTION II. DEFINITIONS 


Within the meaning of this regulation— 

The term “ warrant” shall be construed to mean “bills, notes, 
revenue bonds, and warrants with a maturity from date of purchase 
of not exceeding six months.” 

The term “municipality” shall be construed to mean “ State, 
county, district, political subdivision, or municipality in the con- 
tinental United States, including irrigation, drainage, and reclamation 
districts.” 

The term “net funded indebtedness” shall be construed to mean 
the legal gross indebtedness of the municipality (including the 
amount of any school district or other bonds which depend for their 
redemption upon taxes levied upon property within the municipality) 
less the aggregate of the following items: 

(1) The amount of outstanding bonds or other debt obliga- 
tions made payable from current revenués; 

(2) The amount of outstanding bonds issued for the purpose: 
of providing the inhabitants of a municipality with public utili- 
ties, such as waterworks, docks, electric plants, transportation 
facilities, etc.: Provided, That evidence is submitted showing 
that the income from such utilities is sufficient for maintenance, 
for payment of interest on such bonds, and for the accumula- 
tion of a sinking fund sufficient for their redemption at maturity. 
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(3) The amount of outstanding improvement bonds, issued 
under laws which provide for the levying of special assessments 
against abutting property in amounts sufficient to insure the 
payment of interest on the bonds and the redemption thereof 
at maturity: Provided, That such bonds are direct obligations 
of the municipality and included in the gross indebtedness of 
the municipality; and : 

(4) The total of all sinking funds accumulated for the re- 
demption of the gross indebtedness of the municipality, except 
sinking funds applicable to bonds described in (1), (2), and (8) 
above. 


SECTION III. CLASS OF WARRANTS ELIGIBLE FOR PURCHASE 


Any Federal reserve bank may purchase warrants issued by a 
municipality in anticipation of the collection of taxes or in anticipa- 
tion of the receipt of assured revenues, provided— 

(a) They are the general obligations of the entire munici- 
pality; it being intended to exclude as ineligible for purchase 
all such obligations as are payable from “local benefit ” and 
“special assessment” taxes when the municipality at large is 
not directly or ultimately liable; 

(6) They are issued in anticipation of taxes or revenues 
which are due and payable on or before the date of maturity of 
such warrants; but the Federal Reserve Board may waive this 
condition in specific cases. For the purposes of this regulation, 
taxes shall be considered as due and payable on the last day on 
which they may be paid without penalty; 

(c) They are issued by a municipality— 

(1) Which has been in existence for a period of 10 years; 

(2) Which for a period of 10 years previous to the pur- 
chase has not defaulted for longer than 15 days in the pay- 
ment of any part of either principal or interest of any 
funded debt authorized to be contracted by it; 

(3) Whose net funded indebtedness does not exceed 10 
per centum of the valuation of its taxable property, to be 
ascertained by the last preceding valuation of property for 
the assessment of taxes. 


SECTION Iv. “ EXISTENCE”? AND “ NONDEFAULT ” 


Warrants will be construed to comply with that part of Section 
III (c) relative to term of existence and nondefault, under the fol- 
lowing conditions: 

(1) Warrants issued by or in behalf of any municipality which 
"was, subsequent to the issuance of such warrants, consolidated with 
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or merged into an existing political division which meets the require- 
ments of these regulations, will be deemed to be the warrants of such 
political division: Provided, That such warrants were assumed by 
such political division under statutes and appropriate proceedings 
the effect of which is to make such warrants general obligations of 
such assuming political division and payable, either directly or 
ultimately, without limitation to a special fund from the proceeds of 
taxes levied upon all the taxable real and personal property within 
its territorial limits. 

(2) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, wholly succeeded 
by a newly organized political division whose term of existence, 
added to that of such original political division or of any other polit- 
ical division so succeeded, is equal to a period of 10 years will be 
deemed to be warrants of such succeeding political division: Pro- 
vided, That during such period none of such political divisions shall 
have defaulted for a period exceeding 15 days in the payment of any 
part of either principal or interest of any funded debt authorized to 
be contracted by it: And provided further, That such warrants were 
assumed by such new political division under statutes and appro- 
priate proceedings the effect of which is to make such warrants 
general obligations of such assuming political division and payable, 
either directly or ultimately, without limitation to a special fund 
from the proceeds of taxes levied upon all the taxable real and per- 
sonal property within its territorial limits. — 

(3) Warrants issued by or in behalf of any municipality which, 
prior to such issuance, became the successor of one or more, or was 
formed by the consolidation or merger of two or more, preexisting 
political divisions, the term of existence of one or more of which, 
added to that of such succeeding or consolidated political division, 
is equal to a period of 10 years, will be deemed to be warrants of a 
political division which has been in existence for a period of 10 years: 
Provided, That during such period none of such original, succeed- 
ing, or consolidated political divisions shall have defaulted for a 
period exceeding 15 days in the payment of any part of either prin- 
cipal or interest of any funded debt authorized to be contracted 
by it. 

SECTION V. LIMITATIONS 


(a2) Except with the approval of the Federal Reserve Board, no 
Federal reserve bank shall purchase and hold an amount in excess 
of 25 per cent of the total amount of warrants outstanding at any 
time and issued in conformity with provisions of section 14(d), 
above quoted, and actually sold by a municipality. 
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(6) Except with the approval of the Federal Reserve Board, the 
aggregate amount invested by any Federal reserve bank in warrants 
of all kinds shall not exceed at the time of purchase a sum equal to 
10 per cent of the deposits kept by its member banks with such 
Federal reserve bank. 

(¢) Except with the approval of the Federal Reserve Bend: the 
maximum amount which may be invested at the time of purchase 
by any Federal reserve bank in warrants of any single municipality 
shall be limited to the following percentages of the deposits kept 
in such Federal reserve bank by its member banks: 

Five per cent of such deposits in warrants of a municipality 
of 50,000 population or over; 

Three per cent of such deposits in warrants of a municipality 
of over 30,000 population, but less than 50,000; 

One per cent of such deposits in warrants of a municipality of 
over 10,000 population, but less than 30,000. 

(d) Any Federal reserve bank may purchase from any of its mem- 
ber banks warrants of any municipality, indorsed by such member 
bank, with waiver of demand, notice, and protest if such warrants 
comply with Sections III and V (0) of these regulations, except that 
where a period of 10 years is mentioned in III (c) hereof a period of 
5 years shall be substituted for the purposes of this clause. 


SECTION VI. WARRANTS OF SMALL MUNICIPALITIES 


Warrants of a municipality of 10,000 population or less shall be 
purchased only with the special approval of the Federal Reserve 
Board. 

The population of a municipality shall be determined by the last 
Federal or State census. Where it can not be exactly determined 
the Federal Reserve Board will make special rulings. 


SECTION VII, OPINION OF COUNSEL 


Opinion of recognized counsel on municipal issues or of the regu- 
larly appointed counsel of the municipality as to the legality of the 
issue shall be secured and approved in each case by counsel for the 
Federal reserve bank. - 
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This Regulation has, since July 10, 1923, been continuously 
in effect in substantially the form printed herewith and is still 


in effect in such form on the date of this reprint, March 1, 1940 








INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be ad- 
dressed to the Federal Reserve bank of the district in 
which the inquiry arises. 


je 


REGULATION E, SERIES OF 1928 
(Superseding Regulation E of 1924) 
PURCHASE OF WARRANTS 


SECTION I. STATUTORY REQUIREMENTS 


Section 14 of the Federal Reserve act reads in part as follows: 


Every Federal reserve bank shall have power— 


(b) To buy and sell, at home or abroad, bonds and notes of the United 
States, and bills, notes, revenue bonds, and warrants with a maturity from 
date of purchase of not exceeding six months, issued in anticipation of. the 
collection of taxes or in anticipation of the receipt of assured revenues by 
any State, county, district, political subdivision, or municipality in the con- 
tinental United States, including irrigation, drainage and reclamation dis- 
tricts, such purchases to be made in accordance with rules and regulations 
prescribed by the Board of Governors of the Federal Reserve System. 


SECTION II. DEFINITIONS 
Within the meaning of this regulation— 


The term ‘‘warrant” shall be construed to mean “‘bills, notes, 
revenue bonds, and warrants with a maturity from date of pur- 
chase of not exceeding six months.” 


The term “municipality” shall be construed to mean “State, 
county, district, political subdivision, or municipality in the con- 
tinental United States, including irrigation, drainage, and re- 
clamation districts.” 


The term ‘“‘net funded indebtedness” shall be construed to mean 
the legal gross indebtedness of the municipality (including the 
amount of any school district or other bonds which depend for 
their redemption upon taxes levied upon property within the 
municipality) less the aggregate of the following items: 


(1) The amount of outstanding bonds or other debt obli- 
gations made payable from current revenues; 


(2) The amount of outstanding bonds issued for the pur- 
pose of providing the inhabitants of a municipality with 
public utilities, such as waterworks, docks, electric plants, 
transportation facilities, etc.: Provided, That evidence is 
submitted showing that the income from such utilities is 
sufficient for maintenance, for payment of interest on such 
bonds, and for the accumulation of a sinking fund sufficient 
for their redemption at maturity; 


(3) The amount of outstanding improvement bonds, is- 
sued under laws which provide for the levying of special 
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assessments against abutting property in amounts sufficient 
to insure the payment of interest on the bonds and the re- 
demption thereof at maturity: Provided, That such bonds 
are direct obligations of the municipality and included in 
the gross indebtedness of the municipality; and 

(4) The total of all sinking funds accumulated for the 
redemption of the gross indebtedness of the municipality, 
except sinking funds applicable to bonds described in (1), 
(2), and (3) above. — 


SECTION III. CLASS OF WARRANTS ELIGIBLE FOR PURCHASE 


Any Federal Reserve bank may purchase warrants issued by a 
municipality in anticipation of the collection of taxes or in anti- 
cipation of the receipt of assured revenues, provided— 

(a) They are the general obligations of the entire munici- 
pality ; it being intended to exclude as ineligible for purchase 
all such obligations, as are payable from ‘“‘local benefit’? and 
“special assessment” taxes when the municipality at large 
is not directly or ultimately liable; 

(b) They are issued in anticipation of taxes or revenues 
which are due and payable on or before the date of maturity 
of such warrants; but the Board of Governors of the Federal 
Reserve System may waive this condition in specific cases. 
For the purposes of this regulation, taxes shall be considered 
as due and payable on the last day on which they may be 
paid without penalty ; 

(c) They are issued by a municipality— 

(1) Which has been in existence for a period of 10 
years; 

(2) Which for a period of 10 years previous to the 
purchase has not defaulted for longer than 15 days in 
the payment of any part of either principal or interest 
of any funded debt authorized to be contracted by it; 

(3) Whose net funded indebtedness does not exceed 
10 per centum of the valuation of its taxable property, 
to be ascertained by the last preceding valuation of 
property for the assessment of taxes. 


SECTION IV. “EXISTENCE” AND “NONDEFAULT”’ 
Warrants will be construed to comply with that part of Section 
III (c) relative to term of existence and nondefault, under the 
following conditions: 
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(1) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, consolidated 
with or merged into an existing political division which meets 
the requirements of these regulations, will be deemed to be the 
warrants of such political division: Provided, That such war- 
rants were assumed by such political division under statutes and 
appropriate proceedings the effect of which is to make such war- 
rants general obligations of such assuming political division and . 
payable, either directly or ultimately, without limitation to a 
special fund from the proceeds of taxes levied upon all the tax- 
able real and personal property within its territorial limits. 

(2) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, wholly suc- 
ceeded by a newly organized political division whose term of 
existence, added to that of such original political division or of 
any other political division so succeeded, is equal to a period of 10 
years will be deemed to be warrants of such succeeding political 
division: Provided, That during such period none of such political 
divisions shall have defaulted for a period exceeding 15 days in 
the payment or any part of either principal or interest of any 
funded debt authorized to be contracted by it: And provided 
further, That such warrants were assumed by such new political 
division under statutes and appropriate proceedings the effect of 
which is to make such warrants general obligations of such 
assuming political division and payable, either directly or ulti- 
mately, without limitation to a special fund from the proceeds of 
taxes levied upon all the taxable real and personal property with- 
in its territorial limits. 

(3) Warrants issued by or in behalf of any municipality 
which, prior to such issuance, became the successor of one or 
more, or was formed by the consolidation or merger of two or 
more, preexisting political divisions, the term of existence of one 
or more of which, added to that of such succeeding or consoli- 
dated political division, is equal to a period of 10 years, will be 
deemed to be warrants of a political division which has been in 
existence for a period of 10 years: Provided, That during such 
period none of such original, succeeding, or consolidated political 
divisions shall have defaulted for a period exceeding 15 days in 
the payment of any part of either principal or interest of any 
funded debt authorized to be contracted by it. 

SECTION V. LIMITITIONS 
(a) Except with the approval of the Board of Governors of 


>) the Federal Reserve System, no Federal Reserve bank shall pur- 
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chase and hold an amount in excess of 25 per cent of the total 
amount of warrants outstanding at any time and issued in con- 
formity with provisions of section 14(b), above quoted, and 
actually sold by a municipality. 

(b) Except with the approval of the Board of Governors of 
the Federal Reserve System, the aggregate amount invested by 
any Federal Reserve bank in warrants of all kinds shall not 
- exceed at the time of purchase a sum equal to 10 per cent of the 
deposits kept by its member banks with such Federal Reserve 
bank. 


(c) Except with the approval of the Board of Governors of 
the Federal Reserve System, the maximum amount which may 
be invested at the time of purchase by any Federal Reserve bank 
in warrants of any single municipality shall be limited to the fol- 
lowing percentages of the deposits kept in such Federal Reserve 
bank by its member banks: 

Five per cent of such deposits in warrants of a munici- 
pality of 50,000 population or over; 

Three per cent of such deposits in warrants of a munici- 
pality of over 30,000 population, but less than 50,000; 

One per cent of such deposits in warrants of a munici- 
pality of over 10,000 population, but less than 30,000. 


(d) Any Federal Reserve bank may purchase from any of its 
member banks warrants of any municipality, indorsed by such 
member bank, with waiver of demand, notice, and protest if such 
warrants comply with Sections III and V (b) of these regula- 
tions, except that where a period of 10 years is mentioned in III 
(c) hereof a period of 5 years shall be substituted for the pur- 
poses of this clause. 


SECTION VI. WARRANTS OF SMALL MUNICIPALITIES 
Warrants of a municipality of 10,000 population or less shall 
be purchased only with the special approval of the Board of 
Governors of the Federal Reserve System. 

The population of a municipality shall be determined by the 
last Federal or State census. Where it can not be exactly de- 
termined the Board of Governors of the Federal Reserve System 
will make special rulings. 


SECTION VII. OPINION OF COUNSEL 
Opinion of recognized counsel on municipal issues or of the 
regularly appointed counsel of the municipality as to the legality 
of the issue shall be secured and approved in each case by counsel 
for the Federal Reserve bank. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be ad- 
dressed to the Federal Reserve bank of the district in 
which the inquiry arises. 
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REGULATION E, SERIES OF 1928 
(Superseding Regulation E of 1924) 
PURCHASE OF WARRANTS 


SECTION I. STATUTORY REQUIREMENTS 
Section 14 of the Federal Reserve act reads in part as follows: 


Every Federal reserve bank shall have power— 


(b) To buy and sell, at home or abroad, bonds and notes of the United 
States, and bills, notes, revenue bonds, and warrants with a maturity from 
date of purchase of not exceeding six months, issued in anticipation of the 
collection of taxes or in anticipation of the receipt of assured revenues by 
any State, county, district, political subdivision, or municipality in the con- 
tinental United States, including irrigation, drainage and reclarnation dis- 
tricts, such purchases to be made in accordance with rules and regulations 
prescribed by the Board of Governors of the Federal] Reserve System. 


SECTION II. DEFINITIONS 
Within the meaning of this regulation— 


The term ‘‘warrant” shall be construed to mean “bills, notes, 
revenue bonds, and warrants with a maturity from date of pur- 
chase of not exceeding six months.” 


The term “municipality” shall be construed to mean “State, 
county, district, political subdivision, or municipality in the con- 
tinental United States, including irrigation, drainage, and re- 
clamation districts.” 


The term ‘‘net funded indebtedness” shall be construed to mean 
the legal gross indebtedness of the municipality (including the 
amount of any school district or other bonds which depend for 
their redemption upon taxes levied upon property within the 
municipality) less the aggregate of the following items: 


(1) The amount of outstanding bonds or other debt obli- 
gations made payable from current revenues; 


(2) The amount of outstanding bonds issued for the pur- 
pose of providing the inhabitants of a municipality with 
public utilities, such as waterworks, docks, electric plants, 
transportation facilities, etc.: Provided, That evidence is 
submitted showing that the income from such utilities is 
sufficient for maintenance, for payment of interest on such 
bonds, and for the accumulation of a sinking fund sufficient 
for their redemption at maturity; 


(3) The amount of outstanding improvement bonds, is- 
sued under laws which provide for the levying of special 
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assessments against abutting property in amounts sufficient 
to insure the payment of interest on the bonds and the re- 
demption thereof at maturity: Provided, That such bonds 
are direct obligations of the municipality and included in 
the gross indebtedness of the municipality; and 


(4) The total of all sinking funds accumulated for the 
redemption of the gross indebtedness of the municipality, 
except sinking funds applicable to bonds described in (1), 
(2), and (8) above. 


SECTION III. CLASS OF WARRANTS ELIGIBLE FOR PURCHASE 


Any Federal Reserve bank may purchase warrants issued by a 
municipality in anticipation of the collection of taxes or in anti- 
cipation of the receipt of assured revenues, provided— 


(a) They are the general obligations of the entire munici- 
pality ; it being intended to exclude as ineligible for purchase 
all such obligations as are payable from “local benefit”” and 
“special assessment” taxes when the municipality at large 
is not directly or ultimately liable; 


(b) They are issued in anticipation of taxes or revenues 
which are due and payable on or before the date of maturity 
of such warrants; but the Board of Governors of the Federal 
Reserve System may waive this condition in specific cases. 
For the purposes of this regulation, taxes shall be considered 
as due and payable on the last day on which they may be 
paid without penalty ; 

(c) They are issued by a municipality— 

(1) Which has been in existence for a period of 10 
years; 2 

(2) Which for a period of 10 years previous to the 
purchase has not defaulted for longer than 15 days in 
the payment of any part of either principal or interest 
of any funded debt authorized to be contracted by it; 

(3) Whose net funded indebtedness does not exceed 
10 per centum of the valuation of its taxable property, 
to be ascertained by the last preceding valuation of 
property for the assessment of taxes. 


SECTION IV. “EXISTENCE” AND “NONDEFAULT” 
Warrants will be construed to comply with that part of Section 
III (c) relative to term of existence and nondefault, under the 
following conditions: 
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(1) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, consolidated 
with or merged into an existing political division which meets 
the requirements of these regulations, will be deemed to be the 
warrants of such political division: Provided, That such war- 
rants were assumed by such political division under statutes and 
appropriate proceedings the effect of which is to make such war- 
rants general obligations of such assuming political division and 
payable, either directly or ultimately, without limitation to a 
special fund from the proceeds of taxes levied upon all the tax- 
able real and personal property within its territorial limits. 

(2) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, wholly suc- 
ceeded by a newly organized political division whose term of 
existence, added to that of such original political division or of 
any other political division so succeeded, is equal to a period of 10 
years will be deemed to be warrants of such succeeding political 
division: Provided, That during such period none of such political 
divisions shall have defaulted for a period exceeding 15 days in 
the payment or any part of either principal or interest of any 
funded debt authorized to be contracted by it: And provided 
further, That such warrants were assumed by such new political 
division under statutes and appropriate proceedings the effect of 
which is to make such warrants general obligations of such 
assuming political division and payable, either directly or ulti- 
mately, without limitation to a special fund from the proceeds of 
taxes levied upon all the taxable real and personal property with- 
in its territorial limits. 

(3) Warrants issued by or in behalf of any municipality 
which, prior to such issuance, became the successor of one or 
more, or was formed by the consolidation or merger of two or 
more, preexisting political divisions, the term of existence of one 
or more of which, added to that of such succeeding or consoli- 
dated political division, is equal to a period of 10 years, will be 
deemed to be warrants of a political division which has been in 
existence for a period of 10 years: Provided, That during such 
period none of such original, succeeding, or consolidated political 
divisions shall have defaulted for a period exceeding 15 days in 
the payment of any part of either principal or interest of any 
funded debt authorized to be contracted by it. 

SECTION V. LIMITITIONS 

(a) Except with the approval of the Board of Governors of 

the Federal Reserve System, no Federal Reserve bank shall pur- 
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chase and hold an amount in excess of 25 per cent of the total 
amount of warrants outstanding at any time and issued in con- 
formity with provisions of section 14(b), above quoted, and 
actually sold by a municipality. 

(b) Except with the approval of the Board of Governors of 
the Federal Reserve System, the aggregate amount invested by 
any Federal Reserve bank in warrants of all kinds shall not 
exceed at the time of purchase a sum equal to 10 per cent of the 
deposits kept by its member banks with such Federal Reserve 
bank. 


(c) Except with the approval of the Board of Governors of 
the Federal Reserve System, the maximum amount which may 
be invested at the time of purchase by any Federal Reserve bank 
in warrants of any single municipality shall be limited to the fol- 
lowing percentages of the deposits kept in such Federal Reserve 
bank by its member banks: 

Five per cent of such deposits in warrants of a munici- 
pality of 50,000 population or over; 

Three per cent of such deposits in warrants of a munici- 
pality of over 30,000 population, but less than 50,000; 

One per cent of such deposits in warrants of a munici- 
pality of over 10.020 population, but less than 30,000. 

(d) Any Federal Reserve bank may purchase from any of its 
member banks warrants of any municipality, indorsed by such 
member bank, with waiver of demand, notice, and protest if such 
warrants comply with Sections III] and V (b) of these regula- 
tions, except that where a period of 10 years is mentioned in III 
(c) hereof a period of 5 years shali be substituted for the pur- 
poses of this clause. 


SECTION VI. WARRANTS OF SMALL MUNICIPALITIES 
Warrants of a municipality of 10,000 population or less shall 
be purchased only with the special approval of the Board of 
Governors of the Federal Reserve System. 

The population of a municipality shall be determined by the 
last Federal or State census. Where it can not be exactly de- 
termined the Board of Governors of the Federal Reserve System 
will make special rulings. 


SECTION VII. OPINION OF COUNSEL 
Opinion of recognized counsel on municipal issues or of the 
regularly appointed counsel of the municipality as to the legality 
of the issue shall be secured and approved in each case by counsel 
for the Federal Reserve bank. 
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BOARD OF GOVERNORS 
of the 
FEDERAL RESERVE SYSTEM 


PURCHASE OF WARRANTS 


REGULATION E 
This Regulation has, since July 10, 1923, been continuously 


in effect in substantially the form printed herewith and is still 
in effect in such form on the date of this reprint, March 1, 1940 


THE LIBRARY OF THE 
JAN 31 19=7 


UNIVERSITy OF ILLINOIS 





INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be ad- 
dressed to the Federal Reserve bank of the district in 
which the inquiry arises. 


~ 


> 


REGULATION E, SERIES OF 1928 
(Superseding Regulation E of 1924) 
PURCHASE OF WARRANTS 


SECTION I. STATUTORY REQUIREMENTS 
Section 14 of the Federal Reserve act reads in part as follows: 


Every Federal reserve bank shall have power— 


(b) To buy and sell, at home or abroad, bonds and notes of the United 
States, and bills, notes, revenue bonds, and warrants with a maturity from 
date of purchase of not exceeding six months, issued in anticipation of the 
collection of taxes or in anticipation of the receipt of assured revenues by 
any State, county, district, political subdivision, or municipality in the con- 
tinental United States, including irrigation, drainage and reclamation dis- 
tricts, such purchases to be made in accordance with rules and regulations 
prescribed by the Board of Governors of the Federal] Reserve System. 


SECTION II. DEFINITIONS 
Within the meaning of this regulation— 


The term ‘‘warrant” shall be construed to mean “bills, notes, 
revenue bonds, and warrants with a maturity from date of pur- 
chase of not exceeding six months.” 


The term “municipality” shall be construed to mean “State, 
county, district, political subdivision, or municipality in the con- 
tinental United States, including irrigation, drainage, and re- 
clamation districts.” 


The term ‘‘net funded indebtedness” shall be construed to mean 
the legal gross indebtedness of the municipality (including the 
amount of any school district or other bonds which depend for 
their redemption upon taxes levied upon property within the 
municipality) less the aggregate of the following items: 


(1) The amount of outstanding bonds or other debt obli- 
gations made payable from current revenues; 


(2) The amount of outstanding bonds issued for the pur- 
pose of providing the inhabitants of a municipality with 
public utilities, such as waterworks, docks, electric plants, 
transportation facilities, etc.: Provided, That evidence is 
submitted showing that the income from such utilities is 
sufficient for maintenance, for payment of interest on such 
bonds, and for the accumulation of a sinking fund sufficient 
for their redemption at maturity; 


(8) The amount of outstanding improvement bonds, is- 
sued under laws which provide for the levying of special 
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assessments against abutting property in amounts sufficient 
to insure the payment of interest on the bonds and the re- 
demption thereof at maturity: Provided, That such bonds 
are direct obligations of the municipality and included in 
the gross indebtedness of the municipality; and 


(4) The total of ‘all sinking funds accumulated for the 
redemption of the gross indebtedness of the municipality, 
except sinking funds applicable to bonds described in (1), 
(2), and (38) above. 


SECTION III. CLASS OF WARRANTS ELIGIBLE FOR PURCHASE 


Any Federal Reserve bank may purchase warrants issued by a 
municipality in anticipation of the collection of taxes or in anti- 
cipation of the receipt of assured revenues, provided— 


(a) They are the general obligations of the entire munici- 
pality ; it being intended to exclude as ineligible for purchase 
all such obligations as are payable from “‘local benefit’? and 
“special assessment” taxes when the municipality at large 
is not directly or ultimately liable; 

(6b) They are issued in anticipation of taxes or revenues 
which are due and payable on or before the date of maturity 
of such warrants; but the Board of Governors of the Federal 
Reserve System may waive this condition in specific cases. 
For the purposes of this regulation, taxes shall be considered 
as due and payable on the last day on which they may be 
paid without penalty; 

(c) They are issued by a municipality— 

(1) Which has been in existence for a period of 10 
years; M 

(2) Which for a period of 10 years previous to the 
purchase has not defaulted for longer than 15 days in 
the payment of any part of either principal or interest 
of any funded debt authorized to be contracted by it; 

(3) Whose net funded indebtedness does not exceed 
10 per centum of the valuation of its taxable property, 
to be ascertained by the last preceding valuation of 
property for the assessment of taxes. 


SECTION IV. “EXISTENCE” AND “NONDEFAULT” 
Warrants will be construed to comply with that part of Section 
III (c) relative to term of existence and nondefault, under the 
following conditions: 


> 
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(1) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, consolidated 
with or merged into an existing political division which meets 
the requirements of these regulations, will be deemed to be the 
warrants of such political division: Provided, That such war- 
rants were assumed by such political division under statutes and 
appropriate proceedings the effect of which is to make such war- 
rants general obligations of such assuming political division and 
payable, either directly or ultimately, without limitation to a 
special fund from the proceeds of taxes levied upon all the tax- 
able real and personal property within its territorial limits. 

(2) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, wholly suc- 
ceeded by a newly organized political division whose term of 
existence, added to that of such original political division or of 
any other political division so succeeded, is equal to a period of 10 
years will be deemed to be warrants of such succeeding political 
division: Provided, That during such period none of such political 
divisions shall have defaulted for a period exceeding 15 days in 
the payment or any part of either principal or interest of any 
funded debt authorized to be contracted by it: And provided 
further, That such warrants were assumed by such new political 
division under statutes and appropriate proceedings the effect of 
which is to make such warrants general obligations of such 
assuming political division and payable, either directly or ulti- 
mately, without limitation to a special fund from the proceeds of 
taxes levied upon all the taxable real and personal property with- 
in its territorial limits. 

(3) Warrants issued by or in behalf of any municipality 
which, prior to such issuance, became the successor of one or 
more, or was formed by the consolidation or merger of two or 
more, preexisting political divisions, the term of existence of one 
or more of which, added to that of such succeeding or consoli- 
dated political division, is equal to a period of 10 years, will be 
deemed to be warrants of a political division which has been in 
existence for a period of 10 years: Provided, That during such 
period none of such original, succeeding, or consolidated political 
divisions shall have defaulted for a period exceeding 15 days in 
the payment of any part of either principal or interest of any 
funded debt authorized to be contracted by it. 

SECTION V. LIMITITIONS 

(a) Except with the approval of the Board of Governors of 

the Federal Reserve System, no Federal Reserve bank shall pur- 
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chase and hold an amount in excess of 25 per cent of the total 
amount of warrants outstanding at any time and issued in con- 
formity with provisions of section 14(b), above quoted, and 
actually sold by a municipality. 


(b) Except with the approval of the Board of Governors of 
the Federal Reserve System, the aggregate amount invested by 
any Federal Reserve bank in warrants of all kinds shall not 
exceed at the time of purchase a sum equal to 10 per cent of the 
deposits kept by its member banks with such Federal Reserve 
bank. 


(c) Except with the approval of the Board of Governors of 
the Federal Reserve System, the maximum amount which may 
be invested at the time of purchase by any Federal Reserve bank 
in warrants of any single municipality shall be limited to the fol- 
lowing percentages of the deposits kept in such Federal Reserve 
bank by its member banks: 

Five per cent of such deposits in warrants of a munici- 
pality of 50,000 population or over; 

Three per cent of such deposits in warrants of a munici- 
pality of over 30,000 population, but less than 50,000; 

One per cent of such deposits in warrants of a munici- 
pality of over 10.090 population, but less than 30,000. 

(d) Any Federal Reserve bank may purchase from any of its 
member banks warrants of any municipality, indorsed by such 
member bank, with waiver of demand, notice, and protest if such 
warrants comply with Sections III and V (b) of these regula- 
tions, except that where a period of 10 years is mentioned in III 
(c) hereof a period of 5 years shali be substituted for the pur- 
poses of this clause. 


SECTION VI. WARRANTS OF SMALL MUNICIPALITIES 
Warrants of a municipality of 10,000 population or less shall 
be purchased only with the special approval of the Board of 
Governors of the Federal Reserve System. 

The population of a municipality shall be determined by the 
last Federal or State census. Where it can not be exactly de- 
termined the Board of Governors of the Federal Reserve System 
will make special rulings. 


SECTION VII. OPINION OF COUNSEL 
Opinion of recognized counsel on municipal issues or of the 
regularly appointed counsel of the municipality as to the legality 
of the issue shall be secured and approved in each case by counsel 
for the Federal Reserve bank. 
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PURCHASE OF WARRANTS 


D | AMENDMENT TO REGULATION E 


ISSUED BY THE BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective August 21, 1959, the term “municipality” as defined in 
section II of Regulation E is amended to read as follows: 


The term “municipality” shall be construed to mean “State, 
county, district, political subdivision, or municipality in the States 
of the United States and the District of Columbia, including irri- 
gation, drainage, and reclamation districts.” 
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FEDERAL RESERVE SYSTEM 





PURCHASE OF WARRANTS 


REGULATION E 
(12 CFR 205) 


As amended effective August 21, 1959 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to 
the Federal Reserve Bank of the District in which the inquiry 
arises. 


REGULATION E 
(12 CFR 205) 
As amended effective August 21, 1959 


PURCHASE OF WARRANTS * 


SECTION 205.1—-STATUTORY REQUIREMENTS 
Section 14 of the Federal Reserve Act reads in part as follows: ! 


Every Federal Reserve Bank shall have power— 


To buy and sell, at home or abroad, bonds and notes of the United States, bonds 
of the Federal Farm Mortgage Corporation having maturities from date of pur- 
chase of not exceeding 6 months, bonds issued under the provisions of subsection 
(c) of section 4 of the Home Owners’ Loan Act of 1933, as amended, and having 
maturities from date of purchase of not exceeding 6 months, and bills, notes, 
revenue bonds, and warrants with a maturity from date of purchase of not exceed- 
ing 6 months, issued in anticipation of the collection of taxes or in anticipation of 
the receipt of assured revenues by any State, county, district, political subdivision, 
or municipality in the continental United States, including irrigation, drainage and 
reclamation districts, such purchases to be made in accordance with rules and regu- 
lations prescribed by the Board of Governors of the Federal Reserve System: * * * 


SECTION 205.2—DEFINITIONS 
Within the meaning of this part: 


(a) The term “warrant” shall be construed to mean “bills, notes, 
revenue bonds, and warrants with a maturity from date of purchase 
of not exceeding six months.” 


(6) The term “municipality” shall be construed to mean “State, 
county, district, political subdivision, or municipality in the States of 
the United States and the District of Columbia, including irrigation, 
drainage, and reclamation districts.”’ 


(c) The term ‘net funded indebtedness” shall be construed to mean 
the legal gross indebtedness of the municipality (including the amount 
of any school district or other bonds which depend for their redemption 
upon taxes levied upon property within the municipality) less the 
aggregate of the following items: 


(1) The amount of outstanding bonds or other debt obligations 
made payable from current revenues; 


(2) The amount of outstanding bonds issued for the purpose 
of providing the inhabitants of a municipality with public utilities, 





* The text corresponds to the Code of Federal Regulations, Title 12, Chapter II, Part 205; 
cited as 12 CFR 205. 
112 U.S.C., sec. 355. 
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such as waterworks, docks, electric plants, transportation facil- 
ities, etc.: Provided, That evidence is submitted showing that the 
income from such utilities is sufficient for maintenance, for pay- 
ment of interest on such bonds, and for the accumulation of a 
sinking fund sufficient for their redemption at maturity ; 

(3) The amount of outstanding improvement bonds, issued 
under laws which provide for the levying of special assessments 
against abutting property in amounts sufficient to insure the 
payment of interest on the bonds and the redemption thereof at 
maturity: Provided, That such bonds are direct obligations of 
the municipality and included in the gross indebtedness of the 
municipality; and 

(4) The total of all sinking funds accumulated for the redemp- 
tion of the gross indebtedness of the municipality, except sinking 
funds applicable to bonds described in subparagraphs (1), (2), 
and (3) of this paragraph. 


SECTION 2053—CLASS OF WARRANTS ELIGIBLE FOR PURCHASE 


Any Federal Reserve Bank may purchase warrants issued by a 
municipality in anticipation of the collection of taxes or in anticipation 
of the receipt of assured revenues, provided: 


(a) They are the general obligations of the entire munici- 
pality; it being intended to exclude as ineligible for purchase 
all such obligations as are payable from “local benefit” and 
“special assessment” taxes when the municipality at large is not 
directly or ultimately liable; 


(6) They are issued in anticipation of taxes or revenues which 
are due and payable on or before the date of maturity of such 
warrants; but the Federal Reserve Board may waive this condition 
in specific cases. For the purposes of this part, taxes shall be 
considered as due and payable on the last day on which they may 
be paid without penalty; 


(c) They are issued by a municipality: 

(1) Which has been in existence for a period of 10 years; 

(2) Which for a period of 10 years previous to the pur- 
chase has not defaulted for longer than 15 days in the pay- 
ment of any part of either principal or interest of any 
funded debt authorized to be contracted by it; 

(3) Whose net funded indebtedness does not exceed 10 
per centum of the valuation of its taxable property, to be 
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ascertained by the last preceding valuation of property for 
the assessment of taxes. 


SECTION 205.4—“EXISTENCE” AND “NONDEFAULT” 


Warrants will be construed to comply with that part of §205.3(c) 
relative to term of existence and nondefault, under the following 
conditions: 


(a) Warrants issued by or in behalf of any municipality which 
was, subsequent to the issuance of such warrants, consolidated with 
or merged into an existing political division which meets the require- 
ments of these regulations, will be deemed to be the warrants of such 
political division: Provided, That such warrants were assumed by 
such political division under statutes and appropriate proceedings the 
effect of which is to make such warrants general obligations of such 
assuming political division and payable, either directly or ultimately, 
without limitation to a special fund from the proceeds of taxes levied 
upon all the taxable real and personal property within its territorial 
limits. 


(6) Warrants issued by or in behalf of any municipality which was, 
subsequent to the issuance of such warrants, wholly succeeded by a 
newly organized political division whose term of existence, added to 
that of such original political division or of any other political division 
so succeeded, is equal to a period of 10 years will be deemed to be 
warrants of such succeeding political division: Provided, That during 
such period none of such political divisions shall have defaulted for a 
period exceeding 15 days in the payment of any part of either princi- 
pal or interest of any funded debt authorized to be contracted by it: 
And Provided further, That such warrants were assumed by such new 
political division under statutes and appropriate proceedings the effect 
of which is to make such warrants general obligations of such assuming 
political division and payable, either directly or ultimately, without 
limitation to a special fund from the proceeds of taxes levied upon all 
the taxable real and personal property within its territorial limits. 


(c) Warrants issued by or in behalf of any municipality which, 
prior to such issuance, became the successor of one or more, or was 
formed by the consolidation or merger of two or more, pre-existing 
political divisions, the term of existence of one or more of which, added 
to that of such succeeding or consolidated political division, is equal 
to a period of 10 years, will be deemed to be warrants of a political 
division which has been in existence for a period of 10 years: Provided, 


6 REGULATION E 


That during such period none of such original, succeeding, or con- 
solidated political divisions shall have defaulted for a period exceeding 
15 days in the payment of any part of either principal or interest of 
any funded debt authorized to be contracted by it. 


SECTION 205.5—LIMITATIONS 


(a) Except with the approval of the Federal Reserve Board, no 
Federal Reserve Bank shall purchase and hold an amount in excess of 
25 per cent of the total amount of warrants outstanding at any time 
and issued in conformity with provisions of section 14(b), quoted in 
§205.1 and actually sold by a municipality. 


(6) Except with the approval of the Federal Reserve Board, the 
aggregate amount invested by any Federal Reserve Bank in warrants 
of all kinds shall not exceed at the time of purchase a sum equal to 
10 per cent of the deposits kept by its member banks with such Federal 
Reserve Bank. 


(c) Except with the approval of the Federal Reserve Board, the 
maximum amount which may be invested at the time of purchase by 
any Federal Reserve Bank in warrants of any single municipality 
shall be limited to the following percentages of the deposits kept in 
such Federal Reserve Bank by its member banks: 


(1) Five per cent of such deposits in warrants of a municipality 
of 50,000 population or over; 

(2) Three per cent of such deposits in warrants of a munici- 
pality of over 30,000 population, but less than 50,000; 

(3) One per cent of such deposits in warrants of a municipality 
of over 10,000 population, but less than 30,000. 


(d) Any Federal Reserve Bank may purchase from any of its 
member banks warrants of any municipality, indorsed by such mem- 
ber bank, with waiver of demand, notice, and protest if such warrants 
comply with §$205.3, 205.5(b) except that where a period of 10 years 
is mentioned in §205.3(c) a period of 5 years shall be substituted for 
the purposes of this clause. 


SECTION 2056—WARRANTS OF SMALL MUNICIPALITIES 


Warrants of a municipality of 10,000 population or less shall be 
purchased only with the special approval of the Federal Reserve Board. 

The population of a municipality shall be determined by the last 
Federal or State census. Where it cannot be exactly determined the 
Federal Reserve Board will make special rulings. 
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SECTION 205.7—OPINION OF COUNSEL 


Opinion of recognized counsel on municipal issues or of the regu- 
larly appointed counsel of the municipality as to the legality of the 


issue shall be secured and approved in each case by counsel for the 
Federal Reserve Bank. 
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> REGULATION F 


This Regulation as printed herewith is in the form 
as amended October 17, 1930 





UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1930 
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REGULATION F, SERIES OF 1930 UNIVER. 


(Superseding Regulation F of 1928) 
TRUST POWERS OF NATIONAL BANKS 
SECTION I. STATUTORY PROVISIONS 


The Federal reserve act as amended by the act of September 26, 
1918, and by the act of June 26, 1930, provides in part: 


Sec. 11. The Federal Reserve Board shall be authorized and empowered: 

(k) To grant by special permit to national banks applying therefor, when 
not in contravention of State or local law, the right to act as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, assignee, 
receiver, committee of estates of lunatics, or in any other fiduciary capacity 
in which State banks, trust companies, or other corporations which come into 
competition with national banks are permitted to act under the laws of the 
State in which the national bank is located. 

Whenever the laws of such State authorize or permit the exercise of any 
or all of the foregoing powers by State banks, trust companies, or other cor- 
porations which compete with national banks, the granting to and the exercise 
of such powers by national banks shall not be deemed to be in contravention 
of State or local law within the meaning of this act. : 

National banks exercising any or all of the powers enumerated in this 
subsection shall segregate all assets held in any fiduciary capacity from the 
general assets of the bank and shall keep a separate set of books and records 
showing in proper detail all transactions engaged in under authority of this 
subsection. Such books and records shall be open to inspection by the State 
authorities to the same extent as the books and records of corporations 
organized under State law which exercise fiduciary powers, but nothing in 
this act shall be construed as authorizing the State authorities to examine 
the books, records, and assets of the national bank which are not held in trust 
under authority of this subsection. 

No national bank shall receive in its trust department deposits of current 
funds subject to check or the deposit of checks, drafts, bills of exchange, or 
other items for collection or exchange purposes. Funds deposited or held in 
trust by the bank awaiting investment shall be carried in a separate account 
and shall not be used by the bank in the conduct of its business unless it shall 
first set aside in the trust department United States bonds or other securities 
approved by the Federal Reserve Board. 

In the event of the failure of such bank the owners of the funds held in 
trust for investment shall have a lien on the bonds or other securities so set 
apart in addition to their claim against the estate of the bank. 

Whenever the laws of a State require corporations acting in a fiduciary 
capacity, to deposit securities with the State authorities for the protection of 
private or court trusts, national banks so acting shall be required to make 
similar deposits and securities so deposited shall be held for the protection of 
private or court trusts, as provided by the State law. 
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National banks in such cases shall not be required to execute the bond 
usually required of individuals if State corporations under similar circum- 
stances are exempt from this requirement. 

National banks shall have power to execute such bond when so required by 
the laws of the State. 

In any case in which the laws of a State require that a corporation acting 
as trustee, executor, administrator, or in any capacity specified in this section, 
shall take an oath or make an affidavit, the president, vice president, cashier, 
or trust officer of such national bank may take the necessary oath or execute 
the necessary affidavit. 

It shall be unlawful for any national banking association to lend any officer, 
director, or employee any funds held in trust under the powers conferred by 
this section. Any officer, director, or employee making such loan, or to whom 
such loan is made, may be fined not more than $5,000, or imprisoned not more 
than five years, or may be both fined and imprisoned, in the discretion of the 
court. 

In passing upon applications for permission to exercise the powers enumer- 
ated in this subsection, the Federal Reserve Board may take into consideration 
the amount of capital and surplus of the applying bank, whether or not such 
capital and surplus is sufficient under the circumstances of the case, the needs 
of the community to be served, and any other facts and circumstances that 
seem to it proper, and may grant or refuse the application accordingly: Pro- 
vided, That no permit shall be issued to any national banking association hav- 
ing a capital and surplus less than the capital and surplus required by State 
law of State banks, trust companies, and corporations exercising such powers. 

Any national banking association desiring to surrender its right to exercise 
the powers granted under this subsection, in order to relieve itself from the 
necessity of complying with the requirements of this subsection, or to have 
returned to it any securities which it may have deposited with the State 
authorities for the protection of private or court trusts, or for any other pur- 
pose, may file with the Federal Reserve Board a certified copy of a resolution 
of its board of directors signifying such desire. Upon receipt of such a resolu- 
tion, the Federal Reserve Board, after satisfying itself that such bank has 
been relieved in accordance with State law of all duties as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, assignee, 
receiver, committee of estates of lunatics or other fiduciary, under court, 
private, or other appointments previously accepted under authority of this 
subsection, may, in its discretion, issue to such bank a certificate certifying 
that such bank is no longer authorized to exercise the powers granted by this 
subsection. Upon the issuance of such a certificate by the Federal Reserve 
Board, such bank (1) shall no longer be subject to the provisions of this sub- 
section or the regulations of the Federal Reserve Board made pursuant thereto, 
(2) shall be entitled to have returned to it any securities which it may have 
deposited with the State authorities for the protection of private or court 
trusts, and (3) shall not exercise thereafter any of the powers granted by this 
subsection without first applying for and obtaining a new permit to exercise 
such powers pursuant to the provisions of this subsection. The Federal Reserve 
Board is authorized and empowered to promulgate such regulations as it may 
deem necessary to enforce compliance with the provisions of this subsection 
and the proper exercise of the powers granted therein. 
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SECTION II. APPLICATIONS 


A national bank desiring to exercise any or all of the powers 
authorized by section 11(%) of the Federal reserve act, as amended 
by the act of September 26, 1918, shall make application to the Fed- 
eral Reserve Board, on a form approved by said board, for a special 
permit authorizing it to exercise such powers. In the case of an 
original application—that is, where the applying bank has never 
been granted the right to exercise any of the powers authorized by 
section 11(4)—the application should be made on F. R. B. Form 
61. In the case of a supplemental application—that. is, where the 
applying bank has already been granted the right to exercise one 
or more of the powers authorized by section 11(4)—the application 
should be made on F. R. B. Form 61-b. Both forms are made a 
part of this regulation and may be obtained from the Federal 
Reserve Board or any Federal reserve bank. 

In the case of the organization of a new national bank, the con- 
version of a State bank or trust company into a national bank, 
the consolidation of two national banks, or the consolidation of a 
State bank or trust company with a national bank under the charter 
of the latter, application for such a permit may be made in advance 
on behalf of the new, converted, or consolidated national bank, and 
the permit may be issued simultaneously with the consummation of 
such organization, conversion, or consolidation. In the case of the 
organization of a new national bank, the application may be made 
on behalf of the new national bank by the organizers thereof. In 
the case of the conversion of a State bank or trust company into a 
national bank, the application may be made by the State bank or 
trust company on behalf of the national bank into which it is to be 
converted. In the case of the consolidation of two or more national 
banks or the consolidation of a State bank or trust company with a 
national bank under the charter of the latter, the application may 
be made by the national bank the charter of which is to be retained. 


SECTION III. CONSOLIDATION OF TWO OR MORE NATIONAL BANKS 


Where two or more national banks consolidate under the provi- 
sions of the act of November 7, 1918, and any one of such banks 
has, prior to such consolidation, received a permit from the Fed- 
eral Reserve Board to act in fiduciary capacities, the rights existing 
under such permit pass by operation of law to the consolidated 
bank and the consolidated bank may exercise such fiduciary powers 
in the same manner and to the same extent as the bank to which such 
permit was originally issued. In order that the consolidated bank’s 
records may be complete and its right to exercise such fiduciary 
powers may not be questioned, however, it is advisable for the 
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consolidated bank to obtain from the Federal Reserve Board a per- 
mit to exercise fiduciary powers in its own name. Such a permit 
may be applied for in advance of the consolidation and may be issued 
in the name of the consolidated bank effective when the consolidation 
is consummated. 


SECTION IV. CONSOLIDATION OF STATE BANK WITH NATIONAL BANK 


Section 3 of the act. of November 7, 1918, as amended by section 
1 of the act of February 25, 1927, which authorizes any bank, trust 
company, savings bank, or other banking institution incorporated 
under the laws of any State or of the District of Columbia to be con- 
solidated directly with a national bank located in the same county, 
city, town, or village under the charter of such national bank, pro- 
vides in part that when such consolidation is effected— 

* * * all the rights, franchises, and interests of such State or district 
bank so consolidated with a national banking association in and to every 
species of property, real, personal, and mixed, and choses in action thereto 
belonging, shall be deemed to be transferred to and vested in such national 
banking association into which it is consolidated without any deed or other 
transfer, and the said consolidated national banking association shall hold and 
enjoy the same and all rights of property, franchises, and interests including 
the right of succession as trustee, executor, or in any other fiduciary capacity 
in the same manner and to the same extent as was held and enjoyed by such 


State or district bank so consolidated with such national banking association. 
% * % * * * ; * 


The words “State bank,” “ State banks,” “ bank,” or ‘ banks,” as used in 
this section, shall be held to include trust companies, savings banks, or other 
such corporations or institutions carrying on the banking business under the 
authority of State laws. 

The purpose of this provision is to make clear the right of such a 
consolidated national bank to succeed to the specific trusteeships, 
executorships, and other fiduciary appointments under which the 
State institution was acting prior to the consolidation or in which it 
had been appointed or designated to act under wills or other instru- 
ments which had not become effective at the time of consolidation 
through the death of a testator, the probate of a will or otherwise; 
but it does not confer upon such national banks the right to act 
generally in fiduciary capacities or to undertake any new trust busi- 
ness. It is necessary for the consolidated national bank to have a 
permit from the Federal Reserve Board to act in fiduciary capacities, 
therefore, before undertaking to act generally in fiduciary capacities 
or to accept any new trust business. If the national bank does not 
desire to act generally in fiduciary capacities or to accept any new 
trust business, but desires merely to continue to execute the specific 
trusteeships, executorships, and other fiduciary affairs which were 
actually being executed by the State institution at the time of the 
consolidation or which the State institution had been designated to 


Rea. F REGULATIONS OF THE FEDERAL RESERVE BOARD 5 


execute under wills or other instruments which had not yet become 
effective through the death of the testator, the probate of the will or 
otherwise, it is not technically necessary for the national bank to 
have a permit from the Federal Reserve Board in order to execute 
such specific trusts; but it is advisable for the national bank to have 
such a permit, in order that its right to continue to execute these 
trusts may not be questioned. In all cases involving the consolidation 
of a State institution having a trust business with a national bank 
under the provisions of the above-mentioned act, therefore, the 
national bank should obtain from the Federal Reserve Board a 
permit to act in fiduciary capacities before the consolidation becomes 
effective, unless such national bank already has such a permit. 


SECTION V. SEPARATE TRUST DEPARTMENTS 


Every national bank which obtains from the Federal Reserve 
Board a permit to act in fiduciary capacities shall establish a sepa- 
rate trust department. Such department shall be established before 
such bank undertakes to act in any fiduciary capacity and shall be 
placed under the management of an officer or officers whose duties 
shall be prescribed by the board of directors of the bank, either by 
an amendment to the by-laws of the bank or by a resolution duly 
entered in the minutes of the board of directors. 


SECTION VI. DEPOSIT OF SECURITIES WITH STATE AUTHORITIES 


Whenever the laws of a State require corporations acting in a 
fiduciary capacity to deposit securities with the State authorities for 
the protection of private or court trusts, every national bank in 
such State which obtains a permit from the Federal Reserve Board 
to act in fiduciary capacities shall, before undertaking to act in 
such capacities, make a similar deposit of securities. Such securities 
shall be deposited with the State authorities, unless the State authori- 
ties refuse to accept them. If the State authorities refuse to accept 
such securities, they shall be deposited with the Federal reserve agent 
of the district in which such national bank is located. Securities 
so deposited shall be held for the protection of private or court 
trusts, as provided by the State law. 


SECTION VII. CUSTODY OF TRUST SECURITIES AND INVESTMENTS 


The securities and investments held in each trust shall be kept 
separate and distinct from the securities owned by the bank and 
separate and distinct one from another. Trust securities and in- 
vestments shall be placed in the joint custody of two or more officers 
or other employees designated by the board of directors of the bank 
and all such officers and employees shall be bonded. 
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SECILON VIII. FUNDS AWAITING INVESTMENT OR DISTRIBUTION 


(a) In general—Tunds received or held in the trust department of 
a national bank awaiting investment or distribution shall be invested 
or distributed as soon as practicable and shall not be held uninvested 
by the bank any longer than is reasonably necessary. 

(6) Deposits in commercial or savings department of trustee bank.-— 
Funds received or held in the trust department of a national bank 
awaiting investment or distribution may be deposited in the com- 
mercial department or savings department of the bank to the credit 
of the trust department; provided that the bank first delivers to the 
trust department, as collateral security— 

(1) Bonds, notes, or certificates of indebtedness of the United 
State; or — 

(2) Other readily marketable securities of the classes in 
which State trust companies or State banks exercising trust 
powers are authorized or permitted .to invest trust funds under 
the laws of the State in which such bank is located; or 

(3) Other readily marketable securities of the classes defined 
as “investment securities ” pursuant to section 5136 of the Re- 
vised Statutes of the United States as amended by the act of 
February 25, 1927. 

The United States bonds or ater securities so deposited as 
collateral shall be owned by the bank and shall at all times be at 
least equal in market value to the amount of trust funds so deposited 
in the commercial department. 


SECTION IX. INVESTMENT OF TRUST FUNDS 


(a) Private trusts—HFunds held in trust must be invested as soon as 
practicable in strict accordance with the terms of the will, deed, or 
other instrument creating the trust. Where the instrument creating 
the trust contains provisions authorizing the bank, its officers, or its 
directors to exercise their discretion in the matter of investments, 
funds held in trust may be invested only in those classes of securities 
which are approved by the directors of the bank or a committee of 
directors appointed for that purpose. Where the instrument creat- 
ing the trust does not specify the character or class of investments 
to be made and does not expressly vest in the bank, its officers, or its 
directors a discretion in the matter of investments, funds held in 





1The act requires that the bank shall set aside in the trust department ‘ United States 
ponds or other securities approved by the Federal Reserve Board.” This provision of the 
regulations is intended as a general approval by the Federal Reserve Board of all securities 
which comply with the requirements thereof and specific approval by the Federal Reserve 
Board is unnecessary as to such securities. The board will not approve any securities 
which do not comply with these requirements. 
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trust shall be invested in any securities in which corporate or indi- 
vidual fiduciaries in the State in which the bank is located may law- 
fully invest. 

(b) Court trusts—Except as hereinafter provided, a national bank 
acting as executor, administrator, or in any other fiduciary capacity, 
under appointment by a court of competent jurisdiction, shall make 
all investments under an order of that court, and copies of all such 
orders shall be filed and preserved with the records of the trust de- 
partment of the bank. If the court by general order vests a dis- 
cretion in the national bank to invest funds held in trust, or if under 
the laws of the State in which the bank is located corporate fidu- 
claries appointed by the court are permitted to exercise such discre- 
tion, the national bank so appointed may invest such funds in any 
securities in which corporate or individual fiduciaries in the State 
in which the bank is located may lawfully invest. 


SECTION X. COMPENSATION OF BANK 


A national bank acting in a fiduciary capacity is entitled to receive 
for its services such fee or compensation as may be allowed by State 
law or provided for in the will, deed, court order, or other instrument 
creating the trust. If the amount of such fee or compensation is 
not regulated by State law or stipulated or provided for in the in- 
strument creating the trust, the national bank may charge or deduct 
not more than a reasonable fee or compensation. Where the bank is 
acting in a fiduciary capacity under appointment by a court, it 
may receive such fee or compensation as shall be allowed or approved 
by that court. 

After the deduction of a proper fee or compensation, determined 
in the manner prescribed above, all income derived from the invest- 
ment of the funds of a trust shall be paid over to, or credited to the 
account of, such trust. 


SECTION XI. BOOKS AND ACCOUNTS 


All books and records of the trust department shall be kept sepa- 
rate and distinct from other books and records of the bank. All 
accounts opened shall be so kept as to enable the national bank at. 
any time to furnish information or reports required by the Federal 
or State authorities, and such books and records shall be open to the 
inspection of such authorities. 


SECTION XII. EXAMINATIONS 


Examiners appointed by the Comptroller of the Currency or desig- 
nated by the Federal Reserve Board will be instructed to make 
thorough and complete examinations of the cash, securities, accounts, 
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and investments of the trust department of the bank at the same time 
that examination is made of the banking department, and may make 
such examinations at any other time. 


SECTION XIII. INSOLVENCY OR VOLUNTARY LIQUIDATION OF BANK 


(a) Insolvency—Whenever a national bank exercising fiduciary 
powers becomes insolvent and a receiver is appointed therefor by 
the Comptroller of the Currency, such receiver will, pursuant to the 
instructions of the Comptroller of the Currency and to the orders of 
the court or courts of appropriate jurisdiction, proceed to close such 
trusts and estates as can be closed promptly and transfer to substi- 
tute fiduciaries all trusts and estates which can not be closed 
promptly. : 

(6) Voluntary liquidation—Whenever a national bank exercising 
fiduciary powers is placed in voluntary liquidation, the liquidating 
agent shall, in accordance with the laws of the State in which such 
national bank is located, proceed at once to liquidate the affairs of 
the trust department as follows: 

1. All voluntary trusts which can be canceled shall be can- 
celed as soon as possible and all assets and papers thereof shall 
be delivered to the rightful owner or owners, 

2. All court trusts and estates under the jurisdiction of a 
court shall be closed or disposed of as soon as possible in accord- 
ance with the orders or instructions of the court having 
jurisdiction. 

3. All other trusts which can be closed promptly shall be 
closed as soon as possible and final accounting made therefor. 

4. All other trusts which can not be closed promptly shall 
be transferred by appropriate legal proceedings to substitute 
trustees or other fiduciaries. 


SECTION XIV. SURRENDER OF TRUST POWERS 


(a) Procedure—Any national bank which has been granted the 
right by the Federal Reserve Board, pursuant to section 11 (#) of 
the Federal reserve act, to act in any fiduciary capacity or capacities 
and which desires to surrender such right, shall signify such desire 
through a resolution adopted by its board of directors. A properly 
certified copy of such resolution of its board of directors should be 
filed with the Federal Reserve Agent of the district in which such 
national bank is located and should be accompanied by (1) a letter 
stating the reason why, or the purpose for which, such national bank 
wishes to surrender its right to exercise trust powers, uniess such 
reason or purpose shall have been amply stated in the resolution 
itself; and (2) the permit or permits previously granted by the 
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Federal Reserve Board to such national bank granting it the right 
to act in any fiduciary capacity, except that in case any such permit 
shall have been lost or destroyed an affidavit by any officer of such 
national bank as to such loss or destruction may be filed in lieu of 
such lost or destroyed permit. All such documents filed with the 
Tederal Reserve Agent shall be promptly forwarded by hin to the 
Federal Reserve Board with a recommendation as to the action to 
be taken by the Federal Reserve Board. 

(LU) Examination.—Upon receipt of such documents, the Federal 
Reserve Board will request the Comptroller of the Currency, upon 
the occasion of the next regular examination of such national bank, 
to have the examiner make a special investigation of the trust depart- 
ment of the bank in order to determine whether the bank has 
actually accepted or undertaken the exercise of any trust, whether 
under court, private or other appointment, pursuant to authority 
granted under section 11 (4) of the Federal reserve act; and if so, 
whether it appears from the records of the trust department in the 
case of each trust so accepted or undertaken: 

(1) That the duties of the bank as fiduciary have been com- 
pletely performed or that a substitute fiduciary has been ap- 
pointed in accordance with the State law; 

(2) That a final account has been filed by the bank, and that 
such account has been approved by the court or other proper 
authority where this is required by State law; 

(3) That all assets and papers belonging to the trust estate 
have been delivered by the bank to the person or persons entitled 
to receive them; and 

(4) That the bank has been discharged or otherwise properly 
relieved of its duties as fiduciary. 

In exceptional cases, the Federal Reserve Board may make a special 
examination or may request the Comptroller of the Currency to 
make a special examination of such national bank in order to obtain 
the information above set forth. 

(c) Certificate of Federal Reserve Board.—If upon receiving a copy 
of the report of such examination of such national bank the Federal 
Reserve Board shall be satisfied that such bank has been relieved in 
accordance with State law of all its duties as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, 
assignee, receiver, committee of estates of lunatics, or other fiduciary, 
under court, private, or other appointments previously accepted by 
such bank under a permit granted by the Federal Reserve Board 
pursuant to the provisions of section 11 (k) of the Federal reserve 
act, the board may in its discretion issue to such national bank a cer- 
tificate certifying that such bank is no longer authorized to exercise 
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the powers conferred upon it by such permit of the Federal Reserve 
Board. Such bank thereupon (1) shall no longer be subject to the 
provisions of section 11 (x) of the Federal reserve act or the regu- 
lations of the Federal Reserve Board made pursuant thereto, (2) 
shall be entitled to have returned to it any securities which it may 
have deposited with the State authorities or with the Federal Reserve 
Agent for the protection of private or court trusts, and (3) shall not 
exercise thereafter any of the powers granted by section 11 (k) of 
the Federal reserve act without first applying for and obtaining a 
new permit from the Federal Reserve Board to exercise such powers. 


SECTION XV. CONFORMITY WITH STATE LAWS 


Nothing in these regulations shall be construed to give a national 
bank exercising the powers permitted under the provisions of section 
11 (&) of the Federal reserve act, as amended, any rights or privileges 
in contravention of the laws of the State in which the bank is located 
within the meaning of that act. 


SECTION XVI. CHANGES IN REGULATIONS 


These regulations are subject to change by the Federal Reserve 
Board; provided, however, that no such change shall prejudice any 
obligation undertaken in good faith under regulations in effect at the 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 
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REGULATION F 


Revised effective June 1, 1936 


(Superseding Regulation F, Series of 1930) 


TRUST POWERS OF NATIONAL BANKS 
AUTHORITY FOR REGULATION 


This regulation is issued under authority of the provisions of section 
11(k) of the Federal Reserve Act, as amended, which, together with 
related provisions of law, are published in the Appendix hereto. 


SECTION 1. APPLICATIONS 


A national bank desiring to exercise any or all of the powers author- 
ized by section 11(k) of the Federal Reserve Act, as amended, shall 
make application to the Board of Governors of the Federal Reserve 
System for a special permit authorizing such national bank to exercise 
such powers. If the applying bank is not authorized to exercise any of 
such powers, the application should be made on Form 61; and if the 
applying bank is authorized to exercise one or more but not all of such 
powers, the application should be made on Form 61b. 

In the case of the organization of a new national bank, the conver- 
sion of a State bank or trust company into a national bank, or the 
consolidation of two or more national banks or of a State bank or 
trust company with a national bank under the charter of the latter, 
when none of the national banks involved in such consolidations is 
authorized to exercise trust powers, application for such a permit may 
be made in advance on behalf of the new, converted or consolidated 
national bank, and the permit may be issued simultaneously with the 
consummation of such organization, conversion or consolidation. Such 
application may be made by the organizers in the case of a new 
national bank, by the State bank or trust company in the case of a 
conversion, and by the national bank the charter of which is to be 
retained in the case of a consolidation. 

Each application made under the provisions of this section shall be 
executed and forwarded in duplicate, together with duplicate copies of 
any documents containing any information submitted with the appl- 
cation, to the Federal Reserve bank of the district in which the apply- 
ing bank is located. 


SECTION 2. CONSIDERATION OF APPLICATIONS 


In passing upon an application for permission to exercise the fiduci- 
ary powers authorized by section 11(k) of the Federal Reserve Act, 
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as amended, the Board of Governors of the Federal Reserve System 
will give special consideration to the following matters: 


(a) Whether, under the provisions of section 11(k) of the Fed- 
eral Reserve Act, as amended, the bank has sufficient capital and 
surplus to render it eligible to receive permission to exercise the 
fiduciary powers applied for and whether the granting of any or 
all of such powers would be in contravention of State or local law; 

(b) The needs of the community for trust service of the kind 
applied for and the probable volume of such trust business avail- 
able to the bank; 

(c) The general condition of the bank, particularly the ade- 
quacy of its net capital and surplus funds in relation to the char- 
acter and condition of its assets and to its deposit liabilities and 
other corporate responsibilities, including the proposed exercise of 
trust powers; 

(d) The general character and ability of the management of 
the bank; 

(e) The nature of the supervision to be given to the proposed 
trust activities, including the qualifications and experience of the 
members of the proposed trust investment committee; 

(f) The qualifications, experience and character of the pro- 
posed executive officer or officers of the trust department; 

(g) Whether the bank has available competent legal counsel to 
advise and pass upon trust matters whenever necessary; and 

(h) Any other facts and circumstances that seem to it proper. 


SECTION 3. CONSOLIDATION OF TWO OR MORE NATIONAL BANKS 


Where two or more national banks consolidate under the provisions 
of the Act of Congress approved November 7, 1918, as amended, and 
any one of such banks has, prior to such consolidation, received a 
permit from the Board of Governors of the Federal Reserve System to 
act in fiduciary capacities which is in force at the time of the con- 
solidation, the rights existing under such permit pass by operation of 
law to the consolidated bank and the consolidated bank may act in 
such fiduciary capacities in the same manner and to the same extent 
as the bank to which such permit was originally issued; and no new 
application to continue to act in such capacities is necessary. How- 
ever, in order that the records of the consolidated bank may be com- 
plete and that it may have convenient evidence of its right to exercise 
trust powers, the Board, upon receipt of advice from the Comptroller 
of the Currency that the consolidation has been consummated, will 


1 Applicable provisions of the Act of Congress approved November 7, 1918, as amended, are 
printed in the Appendix to this regulation, 
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issue a certificate to the consolidated bank showing its right to exer- 
cise the trust powers theretofore granted by the Board to any of the 
national banks taking part in the consolidation. 


SECTION 4. CONSOLIDATION OF STATE BANK WITH NATIONAL BANK 


Section 3 of the Act of Congress approved November 7, 1918,? as 
amended, authorizes any bank, trust company, savings bank, or other 
banking institution incorporated under the laws of any State or in the 
District of Columbia to be consolidated directly with a national bank 
located in the same State, county, city, town, or village under the 
charter of such national bank, and provides in effect that, when such 
consolidation is consummated, the consolidated national bank shall 
succeed to the specific fiduciary appointments, designations and nom- 
inations of the State institution at the time of the consolidation. It 
is not necessary for the national bank to have a permit from the 
Board of Governors of the Federal Reserve System in order to admin- 
ister the specific trusts to which it thus succeeds, but the provision 
docs not confer upon the consolidated national bank the right to act 
generally in fiduciary capacities or to undertake any other trust bust- 
ness. Unless the national bank already has a permit from the Board 
of Governors of the Federal Reserve System to act in fiduciary capa- 
cities which is in force at the time of the consolidation, it will be 
necessary for the bank to obtain such a permit before undertaking to 
act generally in fiduciary capacities or to accept any other trust 
business. 


SECTION 5. CHANGE OF NAME 


If a national bank has received a permit from the Board of Gov- 
ernors of the Federal Reserve System to act in fiduciary capacities 
and subsequently, while the permit is in force, changes its name under 
the provisions of the Act of Congress approved May 1, 1886,° it is not 
necessary for the bank to make a new application to continue to act 
in such capacities. However, in order that the records of the bank 
may be complete and that it may have convenient evidence of its right 
to exercise trust powers under its new name, the Board, upon receipt 
of advice from the Comptroller of: the Currency that such change in 
name has been legally effected, will issue a certificate to it under such 
new name evidencing its right to exercise the trust powers previously 
granted to it under its old name. 


2 Section 3 of the Act of Congress approved November 7, 1918, as amended, is printed in the 
Appendix to this regulation. 

3 The applicable provisions of the Act of Congress approved May 1, 1886, are printed in the 
Appendix to this regulation, 
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SECTION 6. TRUST DEPARTMENT AND MANAGEMENT 


(a) Separate trust department.—Every national bank which obtains 
permission from the Board of Governors of the Federal Reserve System 
to act in a fiduciary capacity shall, before undertaking to act in such 
capacity, establish a trust department which shall be separate and 
apart from every other department of the bank. 

(6) Directors’ supervision of trust department.—The board of 
directors is responsible for the investment of trust funds by the bank, 
the disposition of trust investments, the supervision of the trust de- 
partment, the determination of the policies of such department and 
for the review of the actions of all committees appointed by the board 
of directors for the conduct of the trust department. The acceptance 
of all fiduciary accounts shall be approved by the board of directors 
or a committee appointed by such board, and the closing out or relin- 
quishment of all such accounts shall be approved or ratified by the 
board of directors or a committee appointed by such board. Any such 
approval or ratification shall be recorded in the minutes of the board 
of directors or of such committee as the case may be. 

(c) Trust investment committee.—Before any such national bank 
undertakes to act in any fiduciary capacity, the board of directors of 
the bank shall appoint a trust investment committee which shall be 
composed of at least three members, who shall be capable and expe- 
rienced officers or directors of the bank. All investments of trust funds 
by the trust department of every such national bank shall be made, 
retained or disposed of only with the approval of the trust investment 
committee; and such committee shall keep minutes of all its meetings, 
showing the disposition of all matters considered and passed upon by 
it. Such committee shall, at least once during each period of twelve 
months, review all the assets held in or for each fiduciary account to 
determine their safety and current value and the advisability of retain- 
ing or disposing of them; and a report of all such reviews, together 
with the action taken as a result thereof, shall be noted in the minutes 
of the trust investment committee. Such committee may have such 
additional duties relating to the trust department as may be prescribed 
by the board of directors. 

(d) Executive officer.—Before any such national bank undertakes 
to act in any fiduciary capacity, its trust department shall be placed 
under the management and immediate supervision of an executive 
officer or officers qualified and competent to administer trusts, and the 
duties of such officer or officers shall be prescribed by the board of 
directors of the bank. Such duties shall be evidenced by the by-laws 
of the bank or by a resolution duly adopted by and entered in the 
minutes of the board of directors. All officers and other persons taking 
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part in the operation of the trust department shall be adequately 
bonded. 

(e) Competent legal counsel.—Every such national bank shall 
designate, employ or retain competent legal counsel who shall be 
readily available to pass upon trust matters and to advise with the 
bank and its trust department; but the bank shall not engage in the 
practice of law. 

(f) Principles of trust institutions.—Every such national bank shall 
conform to sound principles in the operation of its trust department.‘ 


SECTION 7. BOOKS AND ACCOUNTS 

(a) In general.—Every national bank which has received permis- 
sion from the Board of Governors of the Federal Reserve System to 
exercise fiduciary powers shall keep the books and records of the trust 
department separate and distinct from other records of the bank. All 
trust accounts opened shall be so kept as to enable the national bank 
to furnish such information or reports with respect thereto as may be 
required by the Comptroller of the Currency or the Board of Gov- 
ernors of the Federal Reserve System. The records of the trust depart- 
ment shall contain full information relating to each trust. 

(b) Record of pending litigation.—Every such national bank shall 
keep an adequate record of all litigation pending against it in connec- 
tion with its administration of any trust. 


SECTION 8. EXAMINATIONS OF TRUST DEPARTMENT 

In addition to examinations by examiners appointed by the Comp- 
troller of the Currency * or designated by the Board of Governors of 
the Federal Reserve System, a committee of directors, exclusive of any 
active officers of the bank, shall, at least once during each period of 
twelve months, make suitable audits of the trust department or cause 
suitable audits of such department to be made by auditors responsible 
only to the board of directors, and shall, likewise at least once during 
each period of twelve months, ascertain by thorough examination made 
or caused to be made by such committee— 


(1) Whether a review of all the assets in each trust as to their 
safety and current value and the advisability of retaining or dis- 


4The Statement of Principles of Trust Institutions approved by the Executive Council of the 
American Bankers Association under date of April 11, 1933, is included in the Appendix to this 
regulation and is commended to banks operating trust departments. 

5 Section 11(k) of the Federal Reserve Act, as amended by the Banking Act of 1935, approved 
August 28, 1935, provides that ‘‘The State banking authorities may have access to reports of 
examination made by the Comptroller of the Currency in so far as such reports relate to the 
trust department of such bank, but nothing in this Act shall be construed as authorizing the 
State banking authorities to examine the books, records, and assets of such bank.”’ 

While this provision denies to the State banking authorities the right to examine the trust 
department of any national bank without the bank’s consent, it does not prohibit the bank from 
permitting an inspection of its records by any one it desires. 
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posing of them has been made in accordance with section 6(c) of 
this regulation ; 


(2) Whether trust funds awaiting investment or distribution - 


have been held uninvested or undistributed any longer than was 
reasonably necessary. 


Such committee shall promptly make a full report of such audits and 
examination, in writing, to the board of directors of the bank, together 
with a recommendation as to the action, if any, which may be neces- 
sary to correct any unsatisfactory conditions. The board of directors 
shall give due consideration to such report and recommendation, 
together with the latest report of examination by the Comptroller of 
the Currency or examiners designated by the Board of Governors of 
the Federal Reserve System ® furnished to the bank, and shall take 
such steps as are appropriate to correct any criticized matters. A 
report of the audits and examination required under this section, 
together with the action taken thereon, shall be noted in the minutes 
of the board of directors; and such report shall be made a part of the 
records of the bank. 


SECTION 9. TRUST FUNDS AWAITING INVESTMENT OR DISTRIBUTION 


(a) In general.—Funds received or held by a national bank as 
fiduciary awaiting investment or distribution shall not be held unin- 
vested or undistributed by the bank any longer than is reasonably 
necessary. 

(6b) Use in conduct of business of trustee bank.—Funds received or 
held by a national bank as fiduciary awaiting investment or distribu- 
tion shall not be used by the bank in the conduct of its business, unless 
the bank, under authorization by its board of directors, first delivers 
to the trust department, as collateral security— 


(1) Bonds, notes, bills, certificates of indebtedness or other 
direct obligations of the United States, or obligations fully guar- 
anteed by the United States as to principal and interest; or 

(2) Other readily marketable securities of the classes in which 
State trust companies or State banks exercising trust powers are 
authorized or permitted to invest trust funds under the laws of 
the State in which such national bank is located; or 

(3) Other readily marketable securities of the classes defined 


6 This does not relieve the board of directors of any responsibility for prompt consideration of, 
and action on, matters criticized in the latest report of examination by the Comptroller of the 
Currency or the Board of Governors of the Federal Reserve System furnished to the bank or 
for the prompt consideration and action on any matter coming to the attention of the board of 


directors from any other source which requires action for the protection of parties at interest. { 
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as “investment securities” pursuant to section 5136 of the Revised 
Statutes of the United States, as amended.’ 


The securities so deposited as collateral shall be owned by the na- 
tional bank and shall at all times be at least equal in market value to 
the amount of the trust funds so used in the conduct of the bank’s 
business. 

SECTION 10. INVESTMENT OF TRUST FUNDS 


(a) Private trusts—Funds received or held by a national bank as 
fiduciary shall, with the approval of the trust investment committee 
and subject to the rules of law applicable to fiduciaries, be invested 
promptly and in strict accordance with the will, deed or other instru- 
ment creating the trust. When the instrument creating the trust con- 
tains provisions expressly authorizing the bank, its officers or its di- 
rectors to exercise a discretion in the matter, funds received or held 
in trust shall be invested only with the approval of the trust investment 
committee. When such instrument does not specify the character or 
class of investments to be made and does not expressly vest in the 
bank, its officers or its directors a discretion in the matter, funds 
received or held in trust shall be invested, with the approval of the 
trust investment committee, in any investments in which corporate or 
individual fiduciaries in the State in which the bank is acting may 
lawfully invest. 

(6) Court trusts.—A national bank acting in any fiduciary capacity 
under appointment by a court of competent jurisdiction shall, subject 
to the supervision of the trust investment committee, make all invest- 
ments of funds received or held by it in trust under an order of that 
court, and copies of all such orders shall be filed and preserved with 
the records of the trust department of the bank. If the court order 
vests a discretion in the bank to invest funds received or held by it in 
trust, or if, under the laws of the State in which the bank is acting, 

7 Section 5136 of the Revised Statutes of the United States, as amended, provides that as used 
in that section ‘‘the term ‘investment securities’ shall mean marketable obligations evidencing 
indebtedness of any person, copartnership, association, or corporation in the form of bonds, 
notes, and/or debentures commonly known as investment securities under such further definition 
of the term ‘investment securities’ as may by regulation be prescribed by the Comptroller of 
the Currency’”’; and a copy of the regulation prescribed by the Comptroller under the authority 
of section 5136 may be obtained upon request made to his office. 

8 Section 11(k) of the Federal Reserve Act, as amended, requires that the national bank shall 
set aside in the trust department ‘‘United States bonds or other securities approved by the Board 
of Governors of the Federal Reserve System’’. This subsection of this regulation is intended as 
a general approval by the Board of all securities which comply with the requirements thereof 
and the Board will not give specific approval to any particular securities. 

If a national bank desires to substitute securities for securities already deposited in the trust 
department as collateral for trust funds used in the conduct of the business of such bank, such 
a substitution may be made provided the substituted securities comply with the requirements of 
this subsection and the substituted securities and other securities so deposited as collateral at all 


times are at least equal in market value to the amount of trust funds so used in the conduct 
of the bank’s business, 
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corporate fiduciaries appointed by the court are permitted to exercise 
such a discretion, the bank, with the approval of the trust investment 
committee, shall invest: such funds in any investments in which corpo- 
rate or individual fiduciaries in the State in which the bank is acting 
may lawfully invest. 

(c) Collective investments of trust funds.—Funds received or held 
by a national bank as fiduciary shall not be invested in participations 
in pools of mortgage bonds or other securities, except when the cash 
balances to the credit of certain trust estates held by such national 
bank are too small to be invested separately to advantage.? Such 
small amounts may, with the approval of the trust investment com- 
mittee, be invested collectively, and participation certificates may be 
issued by the trust department to the various participating estates, 
provided— 


(1) That the bank owns no participation in the securities in 
which such collective investments are made and has no interest 
in them except as trustee or other fiduciary; and 

(2) That such collective investments are not prohibited by 
State law or by the instrument creating the trust. 


SECTION 11. PURCHASE OR SALE OF TRUST ASSETS TO OR FROM TRUSTEE 
BANK OR ITS DIRECTORS, OFFICERS OR EMPLOYEES 


(a) Obligations of trustee bank or its directors, officers, ete.—Funds 
received or held by a national bank as fiduciary shall not be invested 
in stock or obligations of, or property acquired from, the bank or its 
directors, officers, or employees, or their interests, or in stock or obliga- 
tions of, or property acquired from, affiliates of the bank.?° 

(6) Sale or transfer of trust assets to trustee bank or its directors, 
officers, etc.—Trust assets shall not be sold or transferred to the na- 
tional bank, to its directors, officers, or employees, or their interests, 
or to affiliates of the bank, except that, in cases in which the bank has 
been advised by its counsel in writing that it has incurred a contingent 
or potential lability to a trust and desires to relieve itself from such 
liability, such a sale or transfer may be made with the approval of the 
board of directors; provided that in all such cases the bank, upon the 

® This does not prevent the bank from investing the funds of several trusts in a single. real 
estate loan of the kind which could be made by the bank under the provisions of section 24 of 
the Federal Reserve Act, as amended, if the bank owns no participation in the loan and has no 
interest therein except as trustee or other fiduciary. 

10 Under recognized principles of sound practice regarding the handling of trust funds, a 
trustee or other fiduciary should not have any interest, direct or indirect, in the funds of a 
trust except as a fiduciary, and this requirement contemplates that the national bank will not 
invest trust funds in the obligations of any organization in which officers, directors, or em- 
ployees of the bank have such an interest as might affect the exercise of the best judgment of 
the management of the bank in investing trust funds. This requirement shall not be deemed to 


prohibit investments which are expressly required by the instrument creating the trust or by 
court order. 
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consummation of the sale or transfer, shall reimburse the trust involved 
in cash or other acceptable assets. 

(c) Dealings between trust accounts.—A national bank acting as 
fiduciary shall not make any advance to any trust from the funds 
belonging to any other trust, except when the making of such advances 
to a designated trust is specifically authorized by the trust instrument 
covering the trust from which such advances are made. 


SECTION 12. CUSTODY OF TRUST SECURITIES AND INVESTMENTS 


The securities and investments of each trust shall be kept separate 
from the properties of the bank, and the securities and investments 
of each trust also shall be kept separate from those of all other trusts 
except as provided in subsection (c) of section 10 of this regulation."? 
Trust securities and investments shall be placed in the joint custody 
of two or more officers or employees of the bank designated for that 
purpose by the board of directors of the bank; and all such officers 
and employees shall be adequately bonded. 


SECTION 13. DEPOSIT OF SECURITIES WITH STATE AUTHORITIES 


Whenever the laws of a State require corporations acting in a fidu- 
clary capacity to deposit securities with the State authorities for the 
protection of private or court trusts, every national bank in that State 
which obtains permission from the Board of Governors of the Federal 
Reserve System to act in fiduciary capacities shall, before undertaking 
to act in any fiduciary capacity, make a similar deposit of securities 
with the State authorities. If the State authorities refuse to accept 
such a deposit, the securities shall be deposited with the Federal Re- 
serve bank of the district in which such national bank is located and 
such securities shall be held for the protection of private or court trusts 
with like effect as though the securities had been deposited with the 
State authorities. 


SECTION 14. COMPENSATION OF BANK 


(a) In general.—If the amount of the fee or compensation for act- 
ing in a fiduciary capacity is not regulated by State law or stipulated 
or provided for in the instrument creating the trust, a national bank 
acting in such capacity may charge or deduct not more than a reason- 
able fee or compensation for its services. When the bank is acting in 
a fiduciary capacity under appointment by a court, it may receive such 
fee or compensation as shall be lawfully allowed or approved by that 
court. All income derived from the investment of the funds of a trust, 

11 This does not prevent the bank from investing the funds of several trusts in a single real 
estate loan of the kind which could be made by the bank under the provisions of section 24 of 


the Federal Reserve Act, as amended, if the bank owns no participation in the loan and has no 
interest therein except as trustee or other fiduciary. 
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less a proper fee or compensation and all other proper charges, shall be 
paid over to, or credited to the account of, such trust. 

(b) Officer or employee of bank as co-fiduciary.—No national bank 
shall, except with the specific approval of its board of directors, permit 
any of its officers or employees, while serving as such, to retain any 
fee or other compensation for acting as a co-fiduciary with the bank in 
the administration of any trust accepted or undertaken by it. 


SECTION 15. INSOLVENCY OR VOLUNTARY LIQUIDATION OF BANK 


(a) Insolvency.—Whenever a national bank exercising fiduciary 
powers becomes insolvent and a receiver is appointed therefor by the 
Comptroller of the Currency, such receiver shall, pursuant to the in- 
structions of the Comptroller and to the orders of the court or courts 
of appropriate jurisdiction, proceed to close such trusts and estates as 
can be closed promptly and transfer all other trusts and estates to 
properly appointed substitute fiduciaries. 

(6) Voluntary liquidation.—Whenever a national bank exercising 
fiduciary powers is placed in voluntary liquidation, the liquidating 
agent shall, in accordance with the laws of the State in which such 
national bank is located, proceed at once to liquidate the affairs of 
the trust department as follows: 


1. All court trusts and estates under the jurisdiction of a court 
shall be closed or disposed of as soon as practicable in accordance 
with the orders or instructions of the court having jurisdiction. 

2. All voluntary trusts which can be closed promptly shall be 
closed as soon as practicable and final accounting made therefor. 

3. All other trusts shall be transferred by appropriate legal pro- 
ceedings to properly appointed substitute fiduciaries. 


SECTION 16. SURRENDER OF TRUST POWERS 


(a) Procedure.—Any national bank which has been granted the 
right by the Board of Governors of the Federal Reserve System to 
act in any fiduciary capacity or capacities and which desires to sur- 
render such right shall signify such desire through a resolution duly 
adopted by, and recorded in the minutes of, its board of directors. A 
properly certified copy of such resolution shall be filed with the Fed- 
eral Reserve bank of the district in which such national bank is located 
and shall be accompanied by (1) a letter stating the reason why, or 
the purpose for which, such national bank wishes to surrender its right 
to exercise trust powers, unless such reason or purpose shall have been 
amply stated in the resolution itself, (2) the permit or permits 
previously issued by the Board to such national bank granting it the 
right to act in any fiduciary capacity, and (8) any certificate or certif- 
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icates previously issued to such national bank by the Board under the 
provisions of sections 3 and 5 of this regulation, except that, in case 
any such permit or certificate shall have been lost or destroyed, an 
affidavit by any officer of such national bank as to such loss or destruc- 
tion shall be filed in lieu of such lost or destroyed permit or certificate. 

(b) Words “Trust Company” as part of bank’s title.—Before issuing 
the certificate described in subsection (d) of this section of this regu- 
lation, the Board will require any national bank which desires to sur- 
render its right to exercise trust powers, and which has the words “trust 
company” as part of its title, to eliminate such words from the title. 
The elimination of such words involving a change in the name of the 
bank is a matter within the jurisdiction of the Comptroller of the 
Currency. Such a national bank, therefore, at the time of the adoption 
of the resolution referred to in subsection (a) of this section of this 
regulation, should communicate with the Comptroller of the Currency 
for advice as to the procedure it will be necessary for it to pursue in 
order to eliminate such words. Advice that such national bank has 
taken this step should be given, in writing, to the Federal Reserve 
bank at the time of the filing of the documents required by subsection 
(a) of this section of this regulation. 

(c) Examination of trust department.—Upon receipt of the docu- 
ments referred to in subsection (a) of this section of this regulation, 
the Board will request the Comptroller of the Currency, upon the 
occasion of the next regular examination of such national bank, to 
have one of his examiners make an investigation of the trust depart- 
ment of the bank in order to determine whether the bank, pursuant 
to authority granted to it under section 11(k) of the Federal Reserve 
Act, has actually accepted or undertaken the exercise of any trust; 
and, if so, whether it appears from the records of the trust department 
in the case of each trust so accepted or undertaken— 


(1) That all assets and papers belonging to the trust estate have 
been delivered by the bank to the person or persons entitled to 
receive them; and 

(2) That the duties of the bank as fiduciary have been com- 
pletely performed and that the bank has been discharged or other- 
wise properly relieved of all of its duties as fiduciary. 


In exceptional cases, the Board may make, or may request the 
Comptroller of the Currency to make, a special examination of the 
trust department of such national bank in order to obtain the informa- 
tion referred to in this subsection. 

(d) Certificate of Board of Governors of the Federal Reserve Sys- 
tem.—If, upon the basis of the examination referred to in subsection 
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(c) of this section of this regulation, the Board shall be satisfied that 
the national bank desiring to surrender its right to exercise trust 
powers has never accepted or undertaken to exercise any trust or that 
its duties as fiduciary have been completely performed and that it 
has been discharged or otherwise properly relieved of all of its duties 
as fiduciary, and if, in the case of a national bank the title of which 
previously had included the words “trust company”, the Board shall 
also be satisfied, from advice received from the Comptroller of the 
Currency, that the bank has properly eliminated these words from its 
title, the Board may, in its discretion, issue to such national bank a 
certificate certifying that such bank is no longer authorized to exercise 
any of the trust powers conferred upon it by the Board.” 


SECTION 17. BOARD FORMS 


All forms referred to in this regulation and all such forms as 
amended from time to time shall be a part of this regulation. 


12 Section 11(k) of the Federal Reserve Act provides that, upon the issuance of such a certificate 
by the Board, ‘‘such bank (1) shall no longer be subject to the provisions of this subsection or the 
regulations of the Board of Governors of the Federal Reserve System made pursuant thereto, 
(2) shall be entitled to have returned to it any securities which it may have deposited with the 
State authorities for the protection of private or court trusts, and (38) shall not exercise there- 
after any of the powers granted by this subsection without first applying for and obtaining a new 
permit to exercise such powers pursuant to the provisions of this subsection.”’ 


APPENDIX 


Section 11(k) of the Federal Reserve Act, as amended by the Acts 
of Congress approved September 26, 1918, June 26, 1930, and August 
23, 1935, provides as follows: 


The Board of Governors of the Federal Reserve System shall be 


authorized and empowered: 
% * *% * * * 


> (k) To grant by special permit to national banks applying 

therefor, when not in contravention of State or local law, the 
right to act as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics, or in any other fiduciary capacity in which 
State banks, trust companies, or other corporations which come 
into competition with national banks are permitted to act under 
the laws of the State in which the national bank is located. 

Whenever the laws of such State authorize or permit the exercise 
of any or all of the foregoing powers by State banks, trust com- 
panies, or other corporations which compete with national banks, 
the granting to and the exercise of such powers by national banks 
shall not be deemed to be in contravention of State or local law 
within the meaning of this Act. 

National banks exercising any or all of the powers enumerated 
in this subsection shall segregate all assets held in any fiduciary 
capacity from the general assets of the bank and shall keep a 
separate set of books and records showing in proper detail all 
transactions engaged in under authority of this subsection. The 
State banking authorities may have access to reports of examina- 
tion made by the Comptroller of the Currency insofar as such 
reports relate to the trust department of such bank, but nothing 
in this Act shall be construed as authorizing the State banking 
authorities to examine the books, records, and assets of such bank. 

No national bank shall receive in its trust department deposits 
of current funds subject to check or the deposit of checks, drafts, 
bills of exchange, or other items for collection or exchange pur- 
poses. Funds deposited or held in trust by the bank awaiting 
investment shall be carried in a separate account and shall not be 
used by the bank in the conduct of its business unless it shall first 
set aside in the trust department United States bonds or other 
securities approved by the Board of Governors of the Federal 
Reserve System. 

In the event of the failure of such bank the owners of the funds 
held in trust for investment shall have a lien on the bonds or other 
securities so set apart in addition to their claim against the estate 
of the bank. 

Whenever the laws of a State require corporations acting in a 
fiduciary capacity, to deposit securities with the State authorities 
for the protection of private or court trusts, national banks so 
acting shall be required to make similar deposits and securities 
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so deposited shall be held for the protection of private or court 
trusts, as provided by the State law. 

National banks in such cases shall not be required to execute 
the bond usually required of individuals if State corporations 
under similar circumstances are exempt from this requirement. 

National banks shall have power to execute such bond when 
so required by the laws of the State. 

In any case in which the laws of a State require that a corpora- 
tion acting as trustee, executor, administrator, or in any capacity 
specified in this section, shall take an oath or make an affidavit, 
the president, vice president, cashier, or trust officer of such na- 
tional bank may take the necessary oath or execute the necessary 
affidavit. 

It shall be unlawful for any national banking association to 
lend any officer, director, or employee any funds held in trust 
under the powers conferred by this section. Any officer, director, 
or employee making such loan, or to whom such loan is made, 
may be fined not more than $5,000, or imprisoned not more than 
five years, or may be both fined and imprisoned, in the discretion 
of the court. 

In passing upon applications for permission to exercise the 
powers enumerated in this subsection, the Board of Governors of 
the Federal Reserve System may take into consideration the 
amount of capital and surplus of the applying bank, whether or 
not such capital and surplus is sufficient under the circumstances 
of the case, the needs of the community to be served, and any 
other facts and circumstances that seem to it proper, and may 
erant or refuse the application accordingly: Provided, That no 
permit shall be issued to any national banking association having 
a capital and surplus less than the capital and surplus required 
by State law of State banks, trust companies, and corporations 
exercising such powers. 

Any national banking association desiring to surrender its right 
to exercise the powers granted under this subsection, in order to 
relieve itself from the necessity of complying with the require- 
ments of this subsection, or to have returned to it any securities 
which it may have deposited with the State authorities for the 
protection of private or court trusts, or for any other purpose, 
may file with the Board of Governors of the Federal Reserve Sys- 
tem a certified copy of a resolution of its board of directors sig- 
nifying such desire. Upon receipt of such a resolution, the Board 
of Governors of the Federal Reserve System, after satisfying itself 
that such bank has been relieved in accordance with State law of 
all duties as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics or other fiduciary, under court, private, or other 
appointments previously accepted under authority of this sub- 
section, may, in its discretion, issue to such bank a certificate 
certifying that such bank is no longer authorized to exercise the 
powers granted by this subsection. Upon the issuance of such a 
certificate by the Board of Governors of the Federal Reserve Sys- 
tem, such bank (1) shall no longer be subject to the provisions 
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of this subsection or the regulations of the Board of Governors 
of the Federal Reserve System made pursuant thereto, (2) shall 
be entitled to have returned to it any securities which it may have 
deposited with the State authorities for the protection of private 
or court trusts, and (8) shall not exercise thereafter any of the 
powers granted by this subsection without first applying for and 
obtaining a new permit to exercise such powers pursuant to the 
provisions of this subsection. The Board of Governors of the 
Federal Reserve System is authorized and empowered to pro- 
mulgate such regulations as it may deem necessary to enforce 
compliance with the provisions of this subsection and the proper 
exercise of the powers granted therein. 


Sections 1 and 3 of the Act of Congress approved November 7, 1918, 
as amended by the Acts of Congress approved February 25, 1927, 
June 16, 1933, and August 23, 1935, provide in part as follows: 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress Assembled, That any two or 
more national banking associations located within the same State, 
county, city, town, or village may, with the approval of the Comp- 
troller of the Currency, consolidate into one association under the 
charter of either existing banks, on such terms and conditions as 
may be lawfully agreed upon by a majority of the board of 
directors of each association proposing to consolidate, and be 
ratified and confirmed by the affirmative vote of the shareholders 
of each such association owning at least two-thirds of its capital 
stock outstanding, * * *. 


% * * # % * * 


Sec. 3. That any bank incorporated under the laws of any State, 
or any bank incorporated in the District of Columbia, may be 
consolidated with a national banking association located in the 
same State, county, city, town, or village under the charter of such 
national banking association on such terms and conditions as 
may be lawfully agreed upon by a majority of the board of direc- 
tors of each association or bank proposing to consolidate, and 
which agreement shall be ratified and confirmed by the affirma- 
tive vote of the shareholders of each such association or bank 
owning at least two-thirds of its capital stock outstanding, or by 
a greater proportion of such capital stock in the case of such 
State bank if the laws of the State where the same is organized so 
require, * * *. Upon such a consolidation, or upon a consolidation 
of two or more national banking associations under section 1 of 
this Act, the corporate existence of each of the constituent banks 
and national banking associations participating in such consoli- 
dation shall be merged into and continued in the consolidated 
national banking association and the consolidated association 
shall be deemed to be the same corporation as each of the con- 
stituent institutions. All the rights, franchises, and interests of 
each of such constituent banks and national banking associations 
in and to every species of property, real, personal, and mixed, and 
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choses in action thereto belonging, shall be deemed to be trans- 
ferred to and vested in such consolidated national banking asso- 
ciation without any deed or other transfer; and such consolidated 
national banking association, by virtue of such consolidation and 
without any order or other action on the part of any court or 
otherwise, shall hold and enjoy the same and all rights of prop- 
erty, franchises, and interests, including appointments, designa- 
tions, and nominations and all other rights and interests as 
trustee, executor, administrator, registrar of stocks and bonds, 
guardian of estates, assignee, receiver, committee of estates of 
lunatics and in every other fiduciary capacity, in the same manner 
and to the same extent as such rights, franchises, and interests 
were held or enjoyed by any such constituent institution at the 
time of such consolidation: Provided, however, That where any 
such constituent institution at the time of such consolidation was 
acting under appointment of any court as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, 
assignee, receiver, committee of estates of lunatics or in any other 
fiduciary capacity, the consolidated national banking association 
shall be subject to removal by a court of competent jurisdiction 
in the same manner and to the same extent as was such constituent 
corporation prior to the consolidation, and nothing herein con- 
tained shall be construed to impair in any manner the right of any 
court to remove such a consolidated national banking association 
and to appoint in lieu thereof a substitute trustee, executor, or 
other fiduciary, except that such right shall not be exercised in 
such a manner as to discriminate against national banking asso- 
ciations, nor shall any such consolidated association be removed 
solely because of the fact that it is a national banking associa- 
LOT 


The Act of Congress approved May 1, 1886, provides in part as 
follows: 


Sec. 2. That any national banking association may change its 
name or the place where its operations of discount and deposit 
are to be carried on, to any other place within the same State, not 
more than thirty miles distant with the approval of the Comp- 
troller of the Currency, by the vote of shareholders owning two- 
thirds of the stock of such association. A duly authenticated 
notice of the vote and of the new name or location selected shall 
be sent to the office of the Comptroller of the Currency; but no 
change of name or location shall be valid until the Comptroller 
shall have issued his certificate of approval of the same. 

Sec. 3. That all debts, liabilities, rights, provisions, and powers 
of the association under its old name shall devolve upon and 
inure to the association under its new name. 

Sec. 4. That nothing in this act contained shall be so con- 
strued as in any manner to release any national banking associa- 
tion under its old name or at its old location from any liability, or 
affect any action or proceeding in law in which said association 
may be or become a party or interested. 
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A STATEMENT OF PRINCIPLES OF TRUST INSTITUTIONS 


This statement was adopted by the Executive Committee of the 
Trust Division, American Bankers Association on April 10, 1933, and 
approved by the Executive Council of the American Bankers Asso- 
ciation on April 11, 1933. 


FOREWORD 


This Statement of Principles has been formulated in order that the 
fundamental principles of institutions engaged in trust business may be 
restated and thereby become better understood and recognized by the 
public, as well as by trust institutions, themselves, and in order that 
it may serve as a guide for trust institutions. 

In the conduct of their business trust institutions are governed by 
the cardinal principle that 1s common to all fiduciary relationships— 
namely, fidelity. Policies predicated upon this principle have for their 
objective its expression in terms of safety, good management, and per- 
sonal service. Practices developed under these policies are designed 
to promote efficiency in administration and operation. 

The fact that the services performed by trust institutions have be- 
come an integral part of the social and economic structure of the 
United States makes the principles of such institutions a matter of 
public interest. 


ARTICLE I 


DEFINITION OF TERMS 


Section 1. Trust Institutions.—Trust institutions are corporations 
engaged in trust business under authority of law. They embrace not 
only trust companies that are engaged in trust business exclusively but 
also trust departments of other corporations. 

Section 2. Trust Business.—Trust business is the business of settling 
estates, administering trusts and performing agencies in all appropriate 
cases for individuals; partnerships; associations; business corpora- 


tions; public, educational, social, recreational, and charitable institu- 


tions; and units of government. It is advisable that a trust institu- 
tion should limit the functions of its trust department to such services. 


ARTICLE II 
ACCEPTANCE OF TRUST BUSINESS 


A trust institution is under no obligation, either moral or legal, to 
accept all business that is offered. 

Section 1. Personal Trust Business.—With respect to the acceptance 
of personal trust business the two determining factors are these: Is 
trust service needed, and can the service be rendered properly? In 
personal trusts and agencies, the relationship is private, and the trust 
institution is responsible to those only who have or may have a 
financial interest in the account. 

Section 2. Corporate Trust Business.—In considering the acceptance 
of a corporate trust or agency the trust institution should be satisfied 
that the company concerned is in good standing and that the enterprise 
is of a proper nature. 
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ARTICLE III 
ADMINISTRATION OF TRUST BUSINESS 


Section 1. Personal Trusts.—In the administration of its personal 
trust business, a trust institution should strive at all times to render 
unexceptionable business and financial service, but it should also be 
careful to render equally good personal service to beneficiaries. The 
first duty of a trust institution is to carry out the wishes of the creator 
of a trust as expressed in the trust instrument. Sympathetic, tactful, 
personal relationships with immediate beneficiaries are essential to the 
performance of this duty, keeping in mind also the interests of ulti- 
mate beneficiaries. It should be the policy of trust institutions that 
all personal trusts should be under the direct supervision of and that 
beneficiaries should be brought into direct contact with the administra- 
tive or senior officers of the trust department. 

Section 2. Confidential Relationships.—Personal trust service is of a 
confidential nature and the confidences reposed in a trust department 
by a customer should never be revealed except when required by law. 

Section 3. Fundamental Duties of Trustees.—It is the duty of a 
trustee to administer a trust solely in the interest of the beneficiaries 
without permitting the intrusion of interests of the trustee or third 
parties that may in any way conflict with the interests of the trust; 
to keep and render accurate accounts with respect to the administra- 
tion of the trust; to acquaint the beneficiaries with all material facts 
in connection with the trust; and, in administering the trust, to exer- 
cise the care a prudent man familiar with such matters would exercise 
as trustee of the property of others, adhering to the rule that the trus- 
tee is primarily a conserver. 

Section 4. Corporate Trust Business.—In the administration of cor- 
porate trusts and agencies the trust institution should render the same 
fine quality of service as it renders in the administration of personal 
trusts and agencies. Promptness, accuracy, and protection are funda- 
mental requirements of efficient corporate trust service. The terms 
of the trust instrument should be carried out with scrupulous care and 
with particular attention to the duties imposed therein upon the 
trustee for the protection of the security-holders. 


ARTICLE IV 
OPERATION OF TRUST DEPARTMENTS 


Section 1. Separation of Trust Properties.—The properties of each 
trust should be kept separate from those of all other trusts and sep- 
arate also from the properties of the trust institution itself. 

Section 2. Investment of Trust Funds.—The investment function of 
a trustee is care and management of property, not mere safekeeping 
at one extreme or speculation at the other. A trust institution should 
devote to its trust investments all the care and skill that it has or can 
reasonably acquire. The responsibility for the investment of trust 
funds should not be reposed in an individual officer or employee of a 
trust department. All investments should be made, retained or sold 
only upon the authority of an investment committee composed of 
capable and experienced officers or directors of the institution. 

When the trust instrument definitely states the investment powers 
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of the trustee, the terms of the instrument must be followed faithfully. 
If it should become unlawful or impossible or against public policy to 
follow literally the terms of the trust instrument, the trustee should 
promptly seek the guidance of the court about varying or interpreting 
the terms of the instrument and should not act on its own respon- 
sibility in this respect except in the face of an emergency, when the 
guidance of the court beforehand could not be obtained. If the trust 
instrument is silent about trust investments or if it expressly leaves the 
selection and retention of trust investments to the judgment and dis- 
cretion of the trustee, the latter should be governed by considerations 
of the safety of principal and dependability of income and not by hope 
or expectation of unusual gain through speculation. However, a trus- 
tee should not be content with safety of principal alone to the dis- 
regard of the reasonable income requirements of the beneficiaries. 

It is a fundamental principle that a trustee should not have any 
personal financial interest, direct or indirect, in the trust investments, 
bought for or sold to the trusts of which it is trustee, and that it should 
not purchase for itself any securities or other property from any of its 
trusts. Accordingly, it follows that a trust institution should not buy 
for or sell to its estates or trusts any securities or other property in 
which it, or its affiliate, has any personal financial interest, and should 
not purchase for itself, or its affiliate, any securities or other property 
from its estates or trusts. 


ARTICLE V 
COMPENSATION FOR TRUST SERVICE 


Section 1.—A trust institution is entitled to reasonable compensation 
for its services. Compensation should be determined on the basis of 
the cost of the service rendered and the responsibilities assumed. 
Minimum fees in any community for trust services should be uniform 
and applied uniformly and impartially to all customers alike. 


ARTICLE VI 
PROMOTIONAL EFFORT 


Section 1. Advertising.—A trust institution has the same right as 
any other business enterprise to advertise its trust services in appro- 
priate ways. Its advertisements should be dignified and not overstate 
or overemphasize the qualifications of the trust institutions. There 
should be no implication that legal services will be rendered. There 
should be no reflection, expressed or implied, upon other trust institu- 
tions or individuals, and the advertisements of all trust institutions 
should be mutually helpful. 

Section 2. Personal Representation.—The propriety of having per- 
sonal representatives of trust departments is based upon the same prin- 
ciple as that of advertising. ‘Trust business is so individual and dis- 
tinctive that the customer cannot always obtain from printed matter 
all he wishes to know about the protection and management the trust 
institution will give his estate and the services it will render his 
beneficiaries. 

Section 3. New Trust Department.—A corporation should not enter 
the trust field except with a full appreciation of the responsibilities 
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involved. A new trust department should be established only if there 
is enough potential trust business within the trade area of the institu- 
tion to justify the proper personnel and equipment. | 
Section 4. Entering Corporate Trust Field.—Since the need for trust 
and agency services to corporations, outside of the centers of popula- 
tion, is much more limited than is that of trust and agency services to 
individuals, a trust institution should hesitate to enter the corporate 
trust or agency field unless an actual demand for such services is 
evident, and the institution is specially equipped to render such service. 


ARTICLE VII 
RELATIONSHIPS 


Section 1. With Public.—Although a trust department is a distinctly 
private institution in its relations with its customers, it is affected with 
a public interest in its relations with the community. In its relations 
with the public a trust institution should be ready and willing to give 
full information about its own financial responsibility, its staff and 
equipment, and the safeguards thrown around trust business. 

Section 2. With Bar.—Attorneys-at-law constitute a professional 
group that perform essential functions in relation to trust business, 
and have a community of interest with trust institutions in the com- 
mon end of service to the public. The maintenance of harmonious 
relations between trust institutions and members of the bar is in the 
best interests of both, and of the public as well. It is a fundamental 
principle of this relationship that trust institutions should not engage 
in the practice of law. 

Section 3. With Life Underwriters.—Life underwriters also consti- 
tute a group having a community of interest with trust institutions in 
the common purpose of public service. Cooperation between trust 
institutions and life underwriters is productive of the best mutual 
service to the public. It is a principle of this cooperation that trust 
institutions should not engage in the business of selling life insurance. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 
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REGULATION F 


As amended effective December 31, 1937 


(Superseding Regulation F, as revised effective June 1, 1936) 


TRUST POWERS OF NATIONAL BANKS 


AUTHORITY FOR REGULATION 


This regulation is issued under authority of the provisions of section 
11(k) of the Federal Reserve Act, as amended, which, together with 
related provisions of law, are published in the Appendix hereto. 


SECTION 1. APPLICATIONS 


A national bank desiring to exercise any or all of the powers author- 
ized by section 11(k) of the Federal Reserve Act, as amended, shall 
make application to the Board of Governors of the Federal Reserve 
System for a special permit authorizing such national bank to exercise 
such powers. If the applying bank is not authorized to exercise any of 
such powers, the application should be made on Form 61; and if the 
applying bank is authorized to exercise one or more but not all of such 
powers, the application should be made on Form 61b. 

In the case of the organization of a new national bank, the conver- 
sion of a State bank or trust company into a national bank, or the 
consolidation of two or more national banks or of a State bank or 
trust company with a national bank under the charter of the latter, 
when none of the national banks involved in such consolidations is 
authorized to exercise trust powers, application for such a permit may 
be made in advance on behalf of the new, converted or consolidated 
national bank, and the permit may be issued simultaneously with the 
consummation of such organization, conversion or consolidation. Such 
application may be made by the organizers in the case of a new 
national bank, by the State bank or trust company in the case of a 
conversion, and by the national bank the charter of which is to be 
retained in the case of a consolidation. 

Each application made under the provisions of this section shall be 
executed and forwarded in duplicate, together with duplicate copies of 
any documents containing any information submitted with the appli- 
cation, to the Federal Reserve bank of the district in which the apply- 
ing bank is located. 


SECTION 2. CONSIDERATION OF APPLICATIONS 


In passing upon an application for permission to exercise the fiduci- 
ary powers authorized by section 11(k) of the Federal Reserve Act, 
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as amended, the Board of Governors of the Federal Reserve System 
will give special consideration to the following matters: 


(a) Whether, under the provisions of section 11(k) of the Fed- 
eral Reserve Act, as amended, the bank has sufficient capital and 
surplus to render it eligible to receive permission to exercise the 
fiduciary powers applied for and whether the granting of any or 
all of such powers would be in contravention of State or local law; 

(b) The needs of the community for trust service of the kind 
applied for and the probable volume of such trust business avail- 
able to the bank; 

(c) The general condition of the bank, particularly the ade- 
quacy of its net capital and surplus funds in relation to the char- 
acter and condition of its assets and to its deposit liabilities and 
other corporate responsibilities, including the proposed exercise of 
trust powers; 

(d) The general character and ability of the management of 
the bank; 

(e) The nature of the supervision to be given to the proposed 
trust activities, including the qualifications and experience of the 
members of the proposed trust investment committee; 

(f) The qualifications, experience and character of the pro- 
posed executive officer or officers of the trust department; 

(g) Whether the bank has available competent legal counsel to 
advise and pass upon trust matters whenever necessary; and 

(h) Any other facts and circumstances that seem to it proper. 


SECTION 3. CONSOLIDATION OF TWO OR MORE NATIONAL BANKS 


Where two or more national banks consolidate under the provisions 
of the Act of Congress approved November 7, 1918, as amended, and 
any one of such banks has, prior to such consolidation, received a 
permit from the Board of Governors of the Federal Reserve System to 
act in fiduciary capacities which is in force at the time of the con- 
solidation, the rights existing under such permit pass by operation of 
law to the consolidated bank and the consolidated bank may act in 
such fiduciary capacities in the same manner and to the same extent 
as the bank to which such permit was originally issued; and no new 
application to continue to act in such capacities is necessary. How- 
ever, in order that the records of the consolidated bank may be com- 
plete and that it may have convenient evidence of its right to exercise 
trust powers, the Board, upon receipt of advice from the Comptroller 
of the Currency that the consolidation has been consummated, will 





1 Applicable provisions of the Act of Congress approved November 7, 1918, as amended, are 
printed in the Appendix to this regulation. 
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issue a certificate to the consolidated bank showing its right to exer- 
cise the trust powers theretofore granted by the Board to any of the 
national banks taking part in the consolidation. 


SECTION 4. CONSOLIDATION OF STATE BANK WITH NATIONAL BANK 


Section 3 of the Act of Congress approved November 7, 1918,? as 
amended, authorizes any bank, trust company, savings bank, or other 
banking institution incorporated under the laws of any State or in the 
District of Columbia to be consolidated directly with a national bank 
located in the same State, county, city, town, or village under the 
charter of such national bank, and provides in effect that, when such 
consolidation is consummated, the consolidated national bank shall 
succeed to the specific fiduciary appointments, designations and nom- 
inations of the State institution at the time of the consolidation. It 
is not necessary for the national bank to have a permit from the 
Board of Governors of the Federal Reserve System in order to admin- 
ister the specific trusts to which it thus succeeds, but the provision 
does not confer upon the consolidated national bank the right to act 
generally in fiduciary capacities or to undertake any other trust busi- 
ness. Unless the national bank already has a permit from the Board 
of Governors of the Federal Reserve System to act in fiduciary capa- 
cities which is in force at the time of the consolidation, it will be 
necessary for the bank to obtain such a permit before undertaking to 
act generally in fiduciary capacities or to accept any other trust 
business. 


SECTION 5. CHANGE OF NAME 


If a national bank has received a permit from the Board of Gov- 
ernors of the Federal Reserve System to act in fiduciary capacities 
and subsequently, while the permit is in force, changes its name under 
the provisions of the Act of Congress approved May 1, 1886,? it is not 
necessary for the bank to make a new application to continue to act 
in such capacities. However, in order that the records of the bank 
may be complete and that it may have convenient evidence of its right 
to exercise trust powers under its new name, the Board, upon receipt 
of advice from the Comptroller of the Currency that such change in 
name has been legally effected, will issue a certificate to it under such 
new name evidencing its right to exercise the trust powers previously 
granted to it under its old name. 





2 Section 3 of the Act of Congress approved November 7, 1918, as amended, is printed in the 
Appendix to this regulation. 

3 The applicable provisions of the Act of Congress approved May 1, 1886, are printed in the 
Appendix to this regulation. 
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SECTION 6. TRUST DEPARTMENT AND MANAGEMENT 


(a) Separate trust department.—Every national bank which obtains 
permission from the Board of Governors of the Federal Reserve System 
to act in a fiduciary capacity shall, before undertaking to act in such 
capacity, establish a trust department which shall be separate and 
apart from every other department of the bank. 

(b) Directors’ supervision of trust department.—The board of 
directors is responsible for the investment of trust funds by the bank, 
the disposition of trust investments, the supervision of the trust de- 
partment, the determination of the policies of such department and 
for the review of the actions of all committees appointed by the board 
of directors for the conduct of the trust department. The acceptance 
of all trusts shall be approved by the board of directors or a committee 
appointed by such board, and the closing out or relinquishment of all 
trusts shall be approved or ratified by the board of directors or a com- 
mittee appointed by such board; and such committee or committees 
shall be composed of capable and experienced officers or directors of 
the bank. Any such approval or ratification shall be recorded in the 
minutes of the board of directors or of such committee as the case 
may be. 

(c) Trust investment committee.—Before any such national bank 
undertakes to act in any fiduciary capacity, the board of directors of 
the bank shall appoint a trust investment committee which shall be 
composed of at least three members, who shall be capable and expe- 
rienced officers or directors of the bank.‘ All investments of trust funds 
by the trust department of every such national bank shall be made, 
retained or disposed of only with the approval of the trust investment 
committee; and such committee shall keep minutes of all its meetings, 
showing the disposition of all matters considered and passed upon by 
it. Such committee shall, at least once during each period of twelve 
months, review all the assets held in or for each fiduciary account to 
determine their safety and current value and the advisability of retain- 
ing or disposing of them; and a report of all such reviews, together 
with the action taken as a result thereof, shall be noted in the minutes 
of the trust investment committee. Such committee may have such 
additional duties relating to the trust department as may be prescribed 
by the board of directors. 

(d) Executive officer.—Before any such national bank undertakes 
to act in any fiduciary capacity, its trust department shall be placed 





4It is contemplated that there shall be a committee the members of which shall have a continuity 
of responsibility for the discharge of the duties of the committee. However, alternates appointed 
by the board of directors may serve in place of regular members of the committee who are unable 
to serve on account of vacations, illness, or other good and sufficient reasons if the minutes of 
the committee show the reason for the service of such alternate in place of the regular member. 
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under the management and immediate supervision of an executive 
officer or officers qualified and competent to administer trusts, and the 
duties of such officer or officers shall be prescribed by the board of 
directors of the bank. Such duties shall be evidenced by the by-laws 
of the bank or by a resolution duly adopted by and entered in the 
minutes of the board of directors. All officers and other persons taking 
part in the operation of the trust department shall be adequately 
bonded. 

(e) Competent legal counsel.—Every such national bank shall 
designate, employ or retain competent legal counsel who shall be 
readily available to pass upon trust matters and to advise with the 
bank and its trust department; but the bank shall not engage in the 
practice of law. 

(f) Principles of trust institutions.—Every such national bank shall 
conform to sound principles in the operation of its trust department.® 


SECTION 7. BOOKS AND ACCOUNTS 


(a) In general.—Every national bank which has received permis- 
sion from the Board of Governors of the Federal Reserve System to 
exercise fiduciary powers shall keep the books and records of the trust 
department separate and distinct from other records of the bank. All 
trust accounts opened shall be so kept as to enable the national bank 
to furnish such information or reports with respect thereto as may be 
required by the Comptroller of the Currency or the Board of Gov- 
ernors of the Federal Reserve System. The records of the trust depart- 
ment shall contain full information relating to each trust. 

(6) Record of pending litigation—Every such national bank shall 
keep an adequate record of all litigation pending against it in connec- 
tion with its administration of any trust. 


SECTION 8. EXAMINATIONS OF TRUST DEPARTMENT 


In addition to examinations by examiners appointed by the Comp- 
troller of the Currency® or designated by the Board of Governors of 
the Federal Reserve System, a committee of directors, exclusive of any 
active officers of the bank, shall, at least once during each period of 
twelve months, make suitable audits of the trust department or cause 


5 The Statement of Principles of Trust Institutions approved by the Executive Council of the 
American Bankers Association under date of April 11, 1933, is included in the Appendix to this 
regulation and is commended to banks operating trust departments. 

6 Section 11(k) of the Federal Reserve Act, as amended by the Banking Act of 1935, approved 
August 28, 1935, provides that ‘‘The State banking authorities may have access to reports of 
examination made by the Comptroller of the Currency in so far as such reports relate to the 
trust department of such bank, but nothing in this Act shall be construed as authorizing the 
State banking authorities to examine the books, records, and assets of such bank.” 

While this provision denies to the State banking authorities the right to examine the trust 
department of any national bank without the bank’s consent, it does not prohibit the bank from 
permitting an inspection of its records by any one it desires. 
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suitable audits of such department to be made by auditors responsible 
only to the board of directors, and shall, likewise at least once during 
each period of twelve months, ascertain by thorough examination made 
or caused to be made by such committee— 


(1) Whether a review of all the assets in each trust as to their 
safety and current value and the advisability of retaining or dis- 
posing of them has been made in accordance with section 6(c) of 
this regulation; 

(2) Whether trust funds awaiting investment or distribution 
have been held uninvested or undistributed any longer than was 
reasonably necessary. 


Such committee shall promptly make a full report of such audits and 
examination, in writing, to the board of directors of the bank, together 
with a recommendation as to the action, if any, which may be neces- 
sary to correct any unsatisfactory conditions. The board of directors 
shall give due consideration to such report and recommendation, 
together with the latest report of examination by the Comptroller of 
the Currency or examiners designated by the Board of Governors of 
the Federal Reserve System’? furnished to the bank, and shall take 
such steps as are appropriate to correct any criticized matters. A 
report of the audits and examination required under this section, 
together with the action taken thereon, shall be noted in the minutes 
of the board of directors; and such report shall be made a part of the 
records of the bank. 


SECTION 9. TRUST FUNDS AWAITING INVESTMENT OR DISTRIBUTION 


(a) In general.—Funds received or held by a national bank as 
fiduciary awaiting investment or distribution shall not be held unin- 
vested or undistributed by the bank any longer than is reasonably 
necessary. 

(6) Use in conduct of business of trustee bank.—Funds received or 
held by a national bank as fiduciary awaiting investment or distribu- 
tion shall not be used by the bank in the conduct of its business, unless 
the bank, under authorization by its board of directors, first delivers 
to the trust department, as collateral security— 


(1) Bonds, notes, bills, certificates of indebtedness or other 
direct obligations of the United States, or obligations fully guar- 
anteed by the United States as to principal and interest; or 





7 This does not relieve the board of directors of any responsibility for prompt consideration of, 
and action on, matters criticized in the latest report of examination by the Comptroller of the 
Currency or the Board of Governors of the Federal Reserve System furnished to the bank or 
for the prompt consideration and action on any matter coming to the attention of the board of 
directors from any other source which requires action for the protection of parties at interest. 
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(2) Other readily marketable securities of the classes in which 
State trust companies or State banks exercising trust powers are 
authorized or permitted to invest trust funds under the laws of 
the State in which such national bank is located; or 

(3) Other readily marketable securities of the classes defined 
as “investment securities” pursuant to section 5136 of the Revised 
Statutes of the United States, as amended.® 


The securities so deposited as collateral shall be owned by the na- 
tional bank and shall at all times be at least equal in market value to 
the amount of the trust funds so used in the conduct of the bank’s 


business.® 
SECTION 10. INVESTMENT OF TRUST FUNDS 


(a) Private trusts.—Funds received or held by a national bank as 
fiduciary shall, with the approval of the trust investment committee 
and subject to the rules of law applicable to fiduciaries, be invested 
promptly and in strict accordance with the will, deed or other instru- 
ment creating the trust. When the instrument creating the trust con- 
tains provisions expressly authorizing the bank, its officers or its di- 
rectors to exercise a discretion in the matter, funds received or held 
in trust shall be invested only with the approval of the trust investment 
committee. When such instrument does not specify the character or 
class of investments to be made and does not expressly vest in the 
bank, its officers or its directors a discretion in the matter, funds 
received or held in trust shall be invested, with the approval of the 
trust investment committee, in any investments in which corporate or 
individual fiduciaries in the State in which the bank is acting may 
lawfully invest. 

(6) Court trusts.—A national bank acting in any fiduciary capacity 
under appointment by a court of competent jurisdiction shall, subject 
to the supervision of the trust investment committee, make all invest- 

8 Section 5136 of the Revised Statutes of the United States, as amended, provides that as used 
in that section ‘‘the term ‘investment securities’ shall mean marketable obligations evidencing 
indebtedness of any person, copartnership, association, or corporation in the form of bonds, 
notes, and/or debentures commonly known as investment securities under such further definition 
of the term ‘investment securities’ as may by regulation be prescribed by the Comptroller of 
the Currency’’; and a copy of the regulation prescribed by the Comptroller under the authority 
of section 5136 may be obtained upon request made to his office. 

® Section 11(k) of the Federal Reserve Act, as amended, requires that the national bank shall 
set aside in the trust department ‘‘United States bonds or other securities approved by the Board 
of Governors of the Federal Reserve System.’ This subsection of this regulation is intended as 
a general approval by the Board of all securities which comply with the requirements thereof 
and the Board will not give specific approval to any particular securities. 

If a national bank desires to substitute securities for securities already deposited in the trust 
department as collateral for trust funds used in the conduct of the business of such bank, such 
a substitution may be made provided the substituted securities comply with the requirements of 
this subsection and the substituted securities and other securities so deposited as collateral at all 


times are at least equal in market value to the amount of trust funds so used in the conduct 
of the bank’s business. ; 


8 REGULATION F 


ments of funds received or held by it in trust under an order of that 
court, and copies of all such orders shall be filed and preserved with 
the records of the trust department of the bank. If the court order 
vests a discretion in the bank to invest funds received or held by it in 
trust, or if, under the laws of the State in which the bank is acting, 
corporate fiduciaries appointed by the court are permitted to exercise 
such a discretion, the bank, with the approval of the trust investment 
committee, shall invest such funds in any investments in which corpo- 
rate or individual fiduciaries in the State in which the bank is acting 
may lawfully invest. 

(c) Collective investment of trust’? funds.—Funds received or held 
by a national bank as fiduciary shall not be invested collectively ** 
except as permitted in section 17 of this regulation. 

SECTION 11. PURCHASE OR SALE OF TRUST ASSETS TO OR FROM TRUSTEE BANK 
OR ITS DIRECTORS, OFFICERS OR EMPLOYEES 

(a) Obligations of trustee bank or its directors, officers, ete.—Funds 
received or held by a national bank as fiduciary shall not be invested 
in stock or obligations of, or property acquired from, the bank or its 
directors, officers, or employees, or their interests, or in stock or obliga- 
tions of, or property acquired from, affiliates of the bank.’? 

(b) Sale or transfer of trust assets to trustee bank or its directors, 
officers, etc.—Trust assets shall not be sold or transferred to the na- 
tional bank, to its directors, officers, or employees, or their interests, 
or to affiliates of the bank, except that, in cases in which the bank has 
been advised by its counsel in writing that it has incurred a contingent 
or potential liability to a trust and desires to relieve itself from such 
liability, such a sale or transfer may be made with the approval of the 
board of directors; provided that in all such cases the bank, upon the 
consummation of the sale or transfer, shall reimburse the trust involved 
in cash or other acceptable assets. 

(c) Dealings between trust accounts.—A national bank acting as 
fiduciary shall not make any advance to any trust from the funds 
belonging to any other trust, except when the making of such advances 

10 Unless the context otherwise indicates, the term ‘“‘trust,’’ as used in this section or in any 
other part of this regulation, refers to any fiduciary relationship which a national bank is 
authorized to enter into under the provisions of section 11(k) of the Federal Reserve Act. 

1 This does not prevent the bank from investing the funds of several trusts in a single real 
estate loan of the kind which could be made by the bank under the provisions of section 24 of the 
Federal Reserve Act, as amended, if the bank owns no participation in the loan and has no 
interest therein except in its capacity as fiduciary. 

? Under recognized principles of sound practice regarding the handling of trust funds, a trustee 
or other fiduciary should not have any interest, direct or indirect, in the funds of a trust except 
as a fiduciary, and this requirement contemplates that the national bank will not invest trust funds 
in the obligations of any organization in which officers, directors, or employees of the bank have 
such an interest as might affect the exercise of the best judgment of the management of the bank 


in investing trust funds. This requirement shall not be deemed to prohibit investments which are 
expressly required by the instrument creating the trust or by court order. 
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to a designated trust is specifically authorized by the trust instrument 
covering the trust from which such advances are made. 


SECTION 12. CUSTODY OF TRUST SECURITIES AND INVESTMENTS 


The securities and investments of each trust shall be kept separate 
from the properties of the bank, and the securities and investments 
of each trust also shall be kept separate from those of all other trusts 
except as provided in subsection (c) of section 10 and section 17 of 
this regulation.1* Trust securities and investments shall be placed in 
the joint custody of two or more officers or employees of the bank 
designated for that purpose by the board of directors of the bank; and 
all such officers and employees shall be adequately bonded. 


SECTION 13. DEPOSIT OF SECURITIES WITH STATE AUTHORITIES 


Whenever the laws of a State require corporations acting in a fidu- 
clary capacity to deposit securities with the State authorities for the 
protection of private or court trusts, every national bank in that State 
which obtains permission from the Board of Governors of the Federal 
Reserve System to act in fiduciary capacities shall, before undertaking 
to act in any fiduciary capacity, make a similar deposit of securities 
with the State authorities. If the State authorities refuse to accept 
such a deposit, the securities shall be deposited with the Federal Re- 
serve bank of the district in which such national bank is located and 
such securities shall be held for the protection of private or court trusts 
with like effect as though the securities had been deposited with the 
State authorities. 

SECTION 14. COMPENSATION OF BANK 


(a) In general.—If the amount of the fee or compensation for act- 
ing in a fiduciary capacity is not regulated by State law or stipulated 
or provided for in the instrument creating the trust, a national bank 
acting in such capacity may charge or deduct not more than a reason- 
able fee or compensation for its services. When the bank is acting in 
a fiduciary capacity under appointment by a court, it may receive such 
fee or compensation as shall be lawfully allowed or approved by that 
court. All income derived from the investment of the funds of a trust, 
less a proper fee or compensation and all other proper charges, shall be 
paid over to, or credited to the account of, such trust. 

(b) Officer or employee of bank as co-fiduciary.—No national bank 
shall, except with the specific approval of its board of directors, permit 
any of its officers or employees, while serving as such, to retain any 





18 This does not prevent the bank from investing the funds of several trusts in a single real estate 
loan of the kind which could be made by the bank under the provisions of section 24 of the 
Federal Reserve Act, as amended, if the bank owns no participation in the loan and has no interest 
therein except as trustee or other fiduciary. 
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fee or other compensation for acting as a co-fiduciary with the bank in 
the administration of any trust accepted or undertaken by it. 


SECTION 15. INSOLVENCY OR VOLUNTARY LIQUIDATION OF BANK 


(a) Insolvency.—Whenever a national bank exercising fiduciary 
powers becomes insolvent and a receiver is appointed therefor by the 
Comptroller of the Currency, such receiver shall, pursuant to the in- 
structions of the Comptroller and to the orders of the court or courts 
of appropriate jurisdiction, proceed to close such trusts and estates as 
can be closed promptly and transfer all other trusts and estates to 
properly appointed substitute fiduciaries. 

(b) Voluntary liquidation—Whenever a national bank exercising 
fiduciary powers is placed in voluntary liquidation, the liquidating 
agent shall, in accordance with the laws of the State in which such 
national bank is located, proceed at once to liquidate the affairs of 
the trust department as follows: 


1. All court trusts and estates under the jurisdiction of a court 
shall be closed or disposed of as soon as practicable in accordance 
with the orders or instructions of the court having jurisdiction. 

2. All voluntary trusts which can be closed promptly shall be 
closed as soon as practicable and final accounting made therefor. 

3. All other trusts shall be transferred by appropriate legal pro- 
ceedings to properly appointed substitute fiduciaries. 


SECTION 16. SURRENDER OF TRUST POWERS 


(a) Procedure.—Any national bank which has been granted the 
right by the Board of Governors of the Federal Reserve System to 
act in any fiduciary capacity or capacities and which desires to sur- 
render such right shall signify such desire through a resolution duly 
adopted by, and recorded in the minutes of, its board of directors. A 
properly certified copy of such resolution shall be filed with the Fed- 
eral Reserve bank of the district in which such national bank is located 
and shall be accompanied by (1) a letter stating the reason why, or 
the purpose for which, such national bank wishes to surrender its right 
to exercise trust powers, unless such reason or purpose shall have been 
amply stated in the resolution itself, (2) the permit or permits 
previously issued by the Board to such national bank granting it the 
right to act in any fiduciary capacity, and (3) any certificate or certif- 
icates previously issued to such national bank by the Board under the 
provisions of sections 3 and 5 of this regulation, except that, in case 
any such permit or certificate shall have been lost or destroyed, an 
affidavit by any officer of such national bank as to such loss or destruc- 
tion shall be filed in lieu of such lost or destroyed permit or certificate. 


» 


REGULATION F 11 


(6) Words “Trust Company” as part of bank’s title-—Before issuing 
the certificate described in subsection (d) of this section of this regu- 
lation, the Board will require any national bank which desires to sur- 
render its right to exercise trust powers, and which has the words “‘trust 
company” as part of its title, to eliminate such words from the title. 
The elimination of such words involving a change in the name of the 
bank is a matter within the jurisdiction of the Comptroller of the 
Currency. Such a national bank, therefore, at the time of the adoption 
of the resolution referred to in subsection (a) of this section of this 
regulation, should communicate with the Comptroller of the Currency 
for advice as to the procedure it will be necessary for it to pursue in 
order to eliminate such words. Advice that such national bank has 
taken this step should be given, in writing, to the Federal Reserve 
bank at the time of the filing of the documents required by subsection 
(a) of this section of this regulation. 

(c) Examination of trust department.—Upon receipt of the docu- 
ments referred to in subsection (a) of this section of this regulation, 
the Board will request the Comptroller of the Currency, upon the 
occasion of the next regular examination of such national bank, to 
have one of his examiners make an investigation of the trust depart- 
ment of the bank in order to determine whether the bank, pursuant 
to authority granted to it under section 11 (k) of the Federal Reserve 
Act, has actually accepted or undertaken the exercise of any trust; 
and, if so, whether it appears from the records of the trust department 
in the case of each trust so accepted or undertaken— 


(1) That all assets and papers belonging to the trust estate have 
been delivered by the bank to the person or persons entitled to 
receive them; and 

(2) That the duties of the bank as fiduciary have been com- 
pletely performed and that the bank has been discharged or other- 
wise properly relieved of all of its duties as fiduciary. 


In exceptional cases, the Board may make, or may request the 
Comptroller of the Currency to make, a special examination of the 
trust department of such national bank in order to obtain the informa- 
tion referred to in this subsection. 

(d) Certificate of Board of Governors of the Federal Reserve Sys- 
tem.—lIf, upon the basis of the examination referred to in subsection 
(c) of this section of this regulation, the Board shall be satisfied that 
the national bank desiring to surrender its right to exercise trust 
powers has never accepted or undertaken to exercise any trust or that 
its duties as fiduciary have been completely performed and that it 
has been discharged or otherwise properly relieved of all of its duties 
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as fiduciary, and if, in the case of a national bank the title of which 
previously had included the words “trust company”, the Board shall 
also be satisfied, from advice received from the Comptroller of the 
Currency, that the bank has properly eliminated these words from its 
title, the Board may, in its discretion, issue to such national bank a 
certificate certifying that such bank is no longer authorized to exercise 
any of the trust powers conferred upon it by the Board.** 


SECTION 17. COMMON TRUST FUNDS 


(a) In general.—Funds received or held by a national bank as 
fiduciary may be invested collectively in any Common Trust Fund 
established and maintained in accordance with the provisions of this 
section whenever the laws of the State in which the national bank is 
located authorize or permit such investments by State banks, trust 
companies, or other corporations which compete with national banks. 

As used in this regulation the term “Common Trust Fund” means 
a fund maintained by a national bank exclusively for the collective 
investment and reinvestment of moneys contributed thereto by the 
bank in its capacity as trustee, executor, administrator, or guardian.?® 

The purpose of this section is to permit the use of Common Trust 
Funds, as defined in section 169 of the Revenue Act of 1936,1° for the 
investment of funds held for true fiduciary purposes; and the opera- 
tion of such Common Trust Funds as investment trusts for other than 
strictly fiduciary purposes is hereby prohibited. No bank administer- 
ing a Common Trust Fund shall issue any document evidencing a 
direct or indirect interest in such Common Trust Fund in any form 
which purports to be negotiable or assignable. The trust investment 
committee of a bank operating a Common Trust Fund shall not per- 
mit any funds of any trust to be invested in a Common Trust Fund 
if it has reason to believe that such trust was not created or is not 
being used for bona fide fiduciary purposes. 

Common Trust Funds administered under this section shall be sub- 
ject to the following requirements: 


(1) Assets in a Common Trust Fund shall be considered as 
assets held by the bank as fiduciary ; 


14 Section 11(k) of the Federal Reserve Act provides that, upon the issuance of such a certificate 
by the Board, ‘‘such bank (1) shall no longer be subject to the provisions of this subsection or the 
regulations of the Board of Governors of the Federal Reserve System made pursuant thereto, 
(2) shall be entitled to have returned to it any securities which it may have deposited with the 
State authorities for the protection of private or court trusts, and (3) shall not exercise thereafter 
any of the powers granted by this subsection without first applying for and obtaining a new permit 
to exercise such powers pursuant to the provisions of this subsection.” 

145 As used in this regulation, the term “‘guardian’’ means guardian or committee of the estate 
of an infant, incompetent, or absentee, by whatever name known in the State in which a particular 
national bank is located. 

16 For applicable provisions of the Revenue Act of 1936, see Appendix. 
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(2) A bank administering a Common Trust Fund shall not 
invest any of its own funds in such Common Trust Fund and if a 
bank, because of a creditor relationship or any other reason, a¢- 
quires any interest in a participation in a Common Trust Fund 
under its administration the participation shall be withdrawn on 
the first date on which such withdrawal can be effected in accord- 
ance with the provisions of this section; 

(3) A bank administering a Common Trust Fund shall not 
have any interest +” in the assets held in such Common Trust 
Fund, other than in its capacity as fiduciary, except to the extent 
permitted for a temporary period as provided in the immediately 
preceding paragraph. 


(6) Common Trust Funds for investment of small amounts.—Sub- 
ject to all other provisions of this regulation except subsection (c) of 
this section, cash balances received or held by a bank in its capacity 
as trustee, executor, administrator, or guardian, which the bank con- 
siders to be individually too small to be invested separately to ad- 
vantage may be invested, with the approval of the trust investment 
committee, in participations in a Common Trust Fund, provided the 
total investment of the funds of any one trust in one or more such 
Common Trust Funds shall not exceed $1,200. 

(c) Common Trust Funds for general investment.—Subject to all 
other provisions of this regulation except subsection (b) of this sec- 
tion, funds received or held by a bank in its capacity as trustee, ex- 
ecutor, administrator, or guardian may be invested in participations 
in a Common Trust Fund. All participations in such a Common 
Trust Fund shall be on the basis of a proportionate interest in all of 
the assets of the Common Trust Fund. 


(1) Common Trust Fund to be operated under written plan. — 
Each Common Trust Fund administered by a bank shall be 
established and maintained in accordance with a written plan 
(referred to herein as the Plan) approved by a resolution of the 
bank’s board of directors and approved in writing by competent 
legal counsel. The Plan shall provide that the Common Trust 
Fund shall be administered in conformity with the rules and 
regulations, prevailing from time to time, of the Board of Gov- 
ernors of the Federal Reserve System pertaining to the collec- 
tive investment of trust funds by national banks, and shall con- 
tain full and detailed provisions not inconsistent with the pro- 





17 A bank shall not be deemed to have an interest in assets in which collective investments are 
made merely because of the fact that the bank owns in its own right other stocks, or bonds or 
other obligations of a person, firm, or corporation, the stocks, or bonds or other obligations of 
which are among the assets of a Common Trust Fund. 
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visions of such rules and regulations as to the manner in which 
the Common Trust Fund is to be operated, including provisions 
relating to the investment powers of the bank with respect to 
the Common Trust Fund, the allocation of income, profits and 
losses, the terms and conditions governing the admission or with- 
drawal of participations in the Common Trust Fund, the audit- 
ing and settlement of accounts of the bank with respect to the 
Common Trust Fund, the basis and method of valuing assets in 
the Common Trust Fund, the basis upon which the Common 
Trust Fund may be terminated, and such other matters as may 
be necessary to define clearly the rights of participants in the 
Common Trust Fund. <A copy of the Plan shall be available 
at the principal office of the bank for inspection, during all bank- 
ing hours, to any person having an interest in a trust any funds 
of which are invested in a participation in the Common Trust 
Fund; and upon reasonable request a copy of the Plan shall be 
furnished to such person. 

(2) Trust investment committee to approve participation.— 
No funds of a trust shall be invested in a participation in a 
Common Trust Fund without the approval of the trust invest- 
ment committee. Before permitting any funds of any trust 
to be invested in a participation in a Common Trust Fund, 
the trust investment committee shall review the investments 
comprising thé Common Trust Fund; and, if it finds that any 
such investment is one in which funds of such trust might not 
lawfully be invested at that time, funds of such trust shall not 
be invested in a participation in such Common Trust Fund. 

At the time of making the first investment of funds of a 
trust in a participation in any Common Trust Fund, the bank 
shall send a notice of such investment to each person to whom 
an accounting ordinarily would be rendered. 

(3) Common Trust Fund to be audited annually—A bank 
administering a Common Trust Fund shall, at least once during 
each period of twelve months, cause an audit to be made of 
the Common Trust Fund by auditors responsible only to the 
board of directors of the bank. The report of such audit shall 
include a list of the investments comprising the Common Trust 
Fund at the time of the audit which shall show the valuation 
placed on each item on such list by the trust investment com- 
mittee of the bank as of the date of the audit, a statement of 
purchases, sales and any other investment changes and of in- 
come and disbursements since the last audit, and appropriate 
comments as to any investments in default as to payment of 
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principal or interest. The reasonable expenses of any such 
audit made by independent public accountants may be charged 
to. the Common Trust Fund. 

The bank shall, without charge, send a copy of the latest 
report of such audit annually to each person to whom an ac- 
counting of the trusts participating in the Common Trust Fund 
ordinarily would be rendered or shall send advice to each such 
person annually that the report is available and that a copy 
will be furnished without charge upon request. 

(4) Value of assets to be determined periodically —Not less 
frequently than once during each period of three months the 
trust investment committee of a bank administering a Common 
Trust Fund shall determine the value of the assets in the 
Common Trust Fund. No participation shall be admitted to 
or withdrawn from the Common Trust Fund except on the 
basis of such valuation and on the date of the determination of 
such valuation or, if permitted by the Plan, within two busi- 
ness days subsequent to the date of such determination. No 
participation shall be admitted or withdrawn unless, in accord- 
ance with provisions of the Plan, prior to the date of the de- 
termination of such valuation, notice of intention to par- 
ticipate or to make such withdrawal shall have been given in 
writing to the bank administering the Common Trust Fund, or 
a written notation of the contemplated participation or with- 
drawal shall have been made in the records of the bank. 

(5) Miscellaneous limitations—No funds of any trust shall 
be invested in a participation in a Common Trust Fund if 
such investment would result in such trust having an interest 
in the Common Trust Fund in excess of 10 per cent of. the 
value of the assets of the Common Trust Fund, as determined 
by the trust investment committee, or the sum of $25,000, 
whichever is less at the time of investment. If the bank ad- 
ministers more than one Common Trust Fund, no investment 
shall be made which would cause the aggregate investment of 
funds of any one trust in all such Common Trust Funds to 
exceed such limitations. In applying the limitations contained 
in this paragraph, if two or more trusts are created by the same 
settlor or settlors and as much as one-half of the income or 
principal or both of each trust is payable or applicable to the 
use of the same person or persons, such trusts shall be con- 
sidered as one. 

No investment for a Common Trust Fund shall be made in 
stocks, or bonds or other obligations of any one person, firm, 
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or corporation which would cause the total amount of invest- 
ment in stocks, or bonds or other obligations issued or guaran- 
teed by such person, firm, or corporation to exceed 10 per cent 
of the value of the Common Trust Fund, as determined by the 
trust investment committee, provided that this limitation shall 
not apply to investments in obligations of the United States 
or for the payment of the principal and interest of which the 
faith and credit of the United States shall be pledged. 

No investment for a Common Trust Fund shall be made in 
any one class of shares of stock of any one corporation which 
would cause the total number of such shares held by the Com- 
mon Trust Fund to exceed 5 per cent of the number of such 
shares outstanding. If the bank administers more than one 
Common Trust Fund no investment shall be made which would 
cause the aggregate investment for all such Common Trust 
Funds in shares of stock of any one corporation to exceed such 
limitation. 

Any bank administering a Common Trust Fund shall have 
the responsibility of maintaining in cash and readily market- 
able securities 1® such part of the assets of the Common Trust 
Fund as shall be deemed by the bank to be necessary to pro- 
vide adequately for the needs of participating trusts and to 
prevent inequities between such trusts. In any event, prior 
to any admissions to or withdrawals from a Common Trust 
Fund, the trust investment committee shall determine what per- 
centage of the value of the assets of a Common Trust Fund is 
composed of cash and readily marketable securities; and if such 
committee determines that, after effecting the admissions and 
withdrawals which are to be made pursuant to notice given as 
required in subdivision (4) of this subsection, less than 40 per 
cent of the value of the remaining assets of the Common Trust 
Fund would be composed of cash and readily marketable se- 
curities, no admissions to or withdrawals from the Common 
Trust Fund shall be permitted as of the valuation date upon 
which such determination is made, except that ratable dis- 
tribution upon all participations is not prohibited. 

(6) Distribution upon withdrawal of participation.—When par- 
ticipations are withdrawn from a Common Trust Fund distribu- 
tions may be made in cash or ratably in kind, or partly in cash 
and partly ratably in kind, provided that all distributions as of 

TAN che marketable security within the meaning of this section means a security which 
is the subject of frequent dealings in ready markets with such frequent quotations of price 


as to make (a) the price easily and definitely ascertainable and (b) the security itself gary to 
realize upon by sale at any time. 
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) any one valuation date shall be made on the same basis. Before 
any distribution in cash is made, the trust investment committee 
shall determine whether any investment remaining in the Com- 
mon Trust Fund would be unlawful for one or more participating 
trusts 1f funds of such trusts were being invested at that time; and 
no distribution shall be made in cash until any such unlawful 
investment shall have been eliminated from the Common Trust 
Fund either through sale, distribution in kind, or segregation as 
provided in the subdivision immediately following hereafter. 

") (7) Segregation of investments.—If for any reason an invest- 
ment is withdrawn in kind from a Common Trust Fund for the 
benefit of all trusts participating in the Common Trust Fund at the 
time of such withdrawal and such investment is not distributed 
ratably in kind it shall be segregated and administered or realized 
upon for the benefit ratably of all trusts participating in the Com- 
mon Trust Fund at the time of withdrawal. 

(8) Management of Common Trust Fund and fees.—A national 
bank administering a Common Trust Fund shall have the exclusive 
management thereof and shall not charge a fee for the management 
of the Common Trust Fund, or receive, either from the Common 
Trust Fund or from any trusts the funds of which are invested 
in participations therein, any additional fees, commissions, or 
compensations of any kind by reason of such participation. The 
bank shall not pay a fee, commission, or compensation out of the 
Common Trust Fund for management. Nothing in this paragraph 
shall be construed as prohibiting a bank from reimbursing itself 
out of a Common Trust Fund for such reasonable expenses in- 
curred by it in the administration thereof as would have been 
chargeable to the respective participating trusts if incurred in the 
separate administration of such participating trusts. 

(9) Effect of mistakes—No mistake made in good faith and 
in the exercise of due care in connection with the administration of 
a Common Trust Fund shall be deemed to be a violation of this 
regulation if promptly after the discovery of the mistake the bank 
takes whatever action may be practicable in the circumstances to 
remedy the mistake. 


SECTION 18. BOARD FORMS 


All forms referred to in this regulation and all such forms as 
amended from time to time shall be a part of this regulation. 
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APPENDIX 


Section 11(k) of the Federal Reserve Act, as amended by the Acts 
of Congress approved September 26, 1918, June 26, 1930, and August 
23, 1935, provides as follows: 


The Board of Governors of the Federal Reserve System shall be 


authorized and empowered: 
% * % * * % 


(k) To grant by special permit to national banks applying 
therefor, when not in contravention of State or local law, the 
right to act as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics, or in any other fiduciary capacity in which 
State banks, trust companies, or other corporations which come 
into competition with national banks are permitted to act under 
the laws of the State in which the national bank is located. 

Whenever the laws of such State authorize or permit the exercise 
of any or all of the foregoing powers by State banks, trust com- 
panies, or other corporations which compete with national banks, 
the granting to and the exercise of such powers by national banks 
shall not be deemed to be in contravention of State or local law 
within the meaning of this Act. 

National banks exercising any or all of the powers enumerated 
in this subsection shall segregate all assets held in any fiduciary 
capacity from the general assets of the bank and shall keep a 
separate set of books and records showing in proper detail all 
transactions engaged in under authority of this subsection. The 
State banking authorities may have access to reports of examina- 
tion made by the Comptroller of the Currency insofar as such 
reports relate to the trust department of such bank, but nothing 
in this Act shall be construed as authorizing the State banking 
authorities to examine the books, records, and assets of such bank. 

No national bank shall receive in its trust department deposits 
of current funds subject to check or the deposit of checks, drafts, 
bills of exchange, or other items for collection or exchange pur- 
poses. Funds deposited or held in trust by the bank awaiting 
investment shall be carried in a separate account and shall not be 
used by the bank in the conduct of its business unless it shall first 
set aside in the trust department United States bonds or other 
securities approved by the Board of Governors of the Federal 
Reserve System. 

In the event of the failure of such bank the owners of the funds 
held in trust for investment shall have a lien on the bonds or other 
securities so set apart in addition to their claim against the estate 
of the bank. 

Whenever the laws of a State require corporations acting in a 
fiduciary capacity, to deposit securities with the State authorities 
for the protection of private or court trusts, national banks so 
acting shall be required to make similar deposits and securities 
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so deposited shall be held for the protection of private or court 
trusts, as provided by the State law. 

National banks in such cases shall not be required to execute 
the bond usually required of individuals if State corporations 
under similar circumstances are exempt from this requirement. 

National banks shall have power to execute such bond when 
so required by the laws of the State. 

In any case in which the laws of a State require that a corpora- 
tion acting as trustee, executor, administrator, or in any capacity 
specified in this section, shall take an oath or make an affidavit, 
the president, vice president, cashier, or trust officer of such na- 
tional bank may take the necessary oath or execute the necessary 
affidavit. 

It shall be unlawful for any national banking association to 
lend any officer, director, or employee any funds held in trust 
under the powers conferred by this section. Any officer, director, 
or-employee making such loan, or to whom such loan is made, 
may be fined not more than $5,000, or imprisoned not more than 
five years, or may be both fined and imprisoned, in the discretion 
of the court. 

In passing upon applications for permission to exercise the 
powers enumerated in this subsection, the Board of Governors of 
the Federal Reserve System may take into consideration the 
amount of capital and surplus of the applying bank, whether or 
not such capital and surplus is sufficient under the circumstances 
of the case, the needs of the community to be served, and any 
other facts and circumstances that seem to it proper, and may 
erant or refuse the application accordingly: Provided, That no 
permit shall be issued to any national banking association having 
a capital and surplus less than the capital and surplus required 
by State law of State banks, trust companies, and corporations 
exercising such powers. 

Any national banking association desiring to surrender its right 
to exercise the powers granted under this subsection, in order to 
relieve itself from the necessity of complying with the require- 
ments of this subsection, or to have returned to it any securities 
which it may have deposited with the State authorities for the 
protection of private or court trusts, or for any other purpose, 
may file with the Board of Governors of the Federal Reserve Sys- 
tem a certified copy of a resolution of its board of directors sig- 
nifying such desire. Upon receipt of such a resolution, the Board 
of Governors of the Federal Reserve System, after satisfying itself 
that such bank has been relieved in accordance with State law of 
all duties as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics or other fiduciary, under court, private, or other 
appointments previously accepted under authority of this sub- 
section, may, in its discretion, issue to such bank a certificate 
certifying that such bank is no longer authorized to exercise the 
powers granted by this subsection. Upon the issuance of such a 
certificate by the Board of Governors of the Federal Reserve Sys- 
tem, such bank (1) shall no longer be subject to the provisions 
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of this subsection or the regulations of the Board of Governors 
of the Federal Reserve System made pursuant thereto, (2) shall 
be entitled to have returned to it any securities which it may have 
deposited with the State authorities for the protection of private 
or court trusts, and (3) shall not exercise thereafter any of the 
powers granted by this subsection without first applying for and 
obtaining a new permit to exercise such powers pursuant to the 
provisions of this subsection. ‘The Board of Governors of the 
Federal Reserve System is authorized and empowered to pro- 
mulgate such regulations as it may deem necessary to enforce 
compliance with the provisions of this subsection and the proper 
exercise of the powers granted therein. 


Sections 1 and 3 of the Act of Congress approved November 7, 1918, 


as amended by the Acts of Congress approved February 25, 1927, 
June 16, 1988, and August 23, 1935, provide in part as follows: 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress Assembled, That any two or 
more national banking associations located within the same State, 
county, city, town, or village may, with the approval of the Comp- 
troller of the Currency, consolidate into one association under the 
charter of either existing banks, on such terms and conditions as 
may be lawfully agreed upon by a majority of the board of 
directors of each association proposing to consolidate, and be 
ratified and confirmed by the affirmative vote of the shareholders 
of each such association owning at least two-thirds of its capital 
stock outstanding, * * *. 


%* * * % % * 


Sec. 3. That any bank incorporated under the laws of any State, 
or any bank incorporated in the District of Columbia, may be 
consolidated with a national banking association located in the 
same State, county, city, town, or village under the charter of such 
national banking association on such terms and conditions as 
may be lawfully agreed upon by a majority of the board of direc- 
tors of each association or bank proposing to consolidate, and 
which agreement shall be ratified and confirmed by the affirma- 
tive vote of the shareholders of each such association or bank 
owning at least two-thirds of its capital stock outstanding, or by 
a greater proportion of such capital stock in the case of such 
State bank if the laws of the State where the same is organized so 
require, * * * . Upon such a consolidation, or upon a consolida- 
tion of two or more national banking associations under section 1 of 
this Act, the corporate existence of each of the constituent banks 
and national banking associations participating in such consoli- 
dation shall be merged into and continued in the consolidated 
national banking association and the consolidated association 
shall be deemed to be the same corporation as each of the con- 
stituent institutions. All the rights, franchises, and interests of 
each of such constituent banks and national banking associations 
in and to every species of property, real, personal, and mixed, and 
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choses in action thereto belonging, shall be deemed to be trans- 
ferred to and vested in such consolidated national banking asso- 
ciation without any deed or other transfer; and such consolidated 
national banking association, by virtue of such consolidation and 
without any order or other action on the part of any court or 
otherwise, shall hold and enjoy the same and all rights of prop- 
erty, franchises, and interests, including appointments, designa- 
tions, and nominations and all other rights and interests as 
trustee, executor, administrator, registrar of stocks and bonds, 
guardian of estates, assignee, receiver, committee of estates of 
lunatics and in every other fiduciary capacity, in the same manner 
and to the same extent as such rights, franchises, and interests 
were held or enjoyed by any such constituent institution at the 
time of such consolidation: Provided, however, That where any 
such constituent institution at the time of such consolidation was 
acting under appointment of any court as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, 
assignee, receiver, committee of estates of lunatics or in any other 
fiduciary capacity, the consolidated national banking association 
shall be subject to removal by a court of competent jurisdiction 
in the same manner and to the same extent as was such constituent 
corporation prior to the consolidation, and nothing herein con- 
tained shall be construed to impair in any manner the right of any 
court to remove such a consolidated national banking association 
and to appoint in lieu thereof a substitute trustee, executor, or 
other fiduciary, except that such right shall not be exercised in 
such a manner as to discriminate against national banking asso- 
ciations, nor shall any such consolidated association be removed 
solely because of the fact that it is a national banking associa- 
LOT eeioe= 


The Act of Congress approved May 1, 1886, provides in part as 
follows: 


Sec. 2. That any national banking association may change its 
name or the place where its operations of discount and deposit 
are to be carried on, to any other place within the same State, not 
more than thirty miles ‘distant with the approval of the Comp- 
troller of the Currency, by the vote of shareholders owning two- 
thirds of the stock of such association. A duly authenticated 
notice of the vote and of the new name or location selected shall 
be sent to the office of the Comptroller of the Currency; but no 

‘change of name or location shall be valid until the Comptroller 
shall have issued his certificate of approval of the same. 

Sec. 3. That all debts, liabilities, rights, provisions, and powers 
of the association under its old name shall devolve upon and 
inure to the association under its new name. 

Sec. 4. That nothing in this act contained shall be so con- 
strued as in any manner to release any national banking associa- 
tion under its old name or at its old location from any liability, or 
affect any action or proceeding in law in which said association 
may be or become a party or interested. 
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There are printed below certain provisions of the Revenue Act of 
1936 which are pertinent to some of the subject matter of this regulation. 


SEC. 169. COMMON TRUST FUNDS. 


(a) Derrinitions.—The term “common trust fund” means a 
fund maintained by a bank (as defined in section 104) — 

(1) exclusively for the collective investment and reinvest- 
ment of moneys contributed thereto by the bank in its capacity 
as a trustee, executor, administrator, or guardian; and 

(2) in conformity with the rules and regulations, prevailing 
from time to time, of the Board of Governors of the Federal 
Reserve System pertaining to the collective investment of 
trust funds by national banks. 


(b) TAXATION oF ComMmMoN TRUST FuNps.—A common trust 
fund shall not be subject to taxation under this title, Title IA, or 
section 105 or 106 of the Revenue Act of 1935, and for the pur- 
poses of such titles and sections shall not be considered a corpora- 
tion. 


(c) INcoME oF PaRTICIPANTS IN Funp.—Each participant in 
the common trust fund shall include in computing its net income 
its proportionate share, whether or not distributed and whether or 
not distributable, of the net income of the common trust fund. The 
net income of the common trust fund shall be computed in the same 
manner and on the same basis as in the case of an individual. The 
proportionate share of each participant in the amount of interest 
specified in section 25(a) received by the common trust fund shall 
for the purposes of this Supplement be considered as having been 
received by such participant as such interest. 


(d) ADMISSION AND WITHDRAWAL.—No gain or loss shall be 
realized by the common trust fund by the admission or withdrawal 
of a participant. The withdrawal of any participating interest by 
a participant shall be treated as a sale or exchange of such interest 
by the participant. 

(e) Rerurns sy BANK.—Every bank (as defined in section 104) 
maintaining a common trust fund shall make a return under oath 
for each taxable year, stating specifically, with respect to such 
fund, the items of gross income and the deductions allowed by this 
title, and shall include in the return the names and addresses of the 
participants who would be entitled to share in the net income if dis- 
tributed and the amount of the proportionate share of each partici- 
pant. The return shall be sworn to as in the case of a return filed 
by the bank under section 52. 


(f{) DirrerENT TAXABLE YEARS OF COMMON TRUST FUND AND 
PARTICIPANT.—If the taxable year of the common trust fund is 
different from that of a participant, the proportionate share of the 
net income of the common trust fund to be included in computing 
the net income of the participant for its taxable year shall be based 
upon the net income of the common trust fund for any taxable year 
of the common trust fund (whether beginning on, before, or after 
January 1, 1936) ending within the taxable year of the participant. 
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SEC. 104. BANKS AND TRUST COMPANIES. 


(a) Drrinirion.—As used in this section the term “bank” means 
a bank or trust company incorporated and doing business under 
the laws of the United States (including laws relating to the Dis- 
trict of Columbia), of any State, or of any Territory, a substantial 
part of the business of which consists of receiving deposits and 
making loans and discounts, or of exercising fiduciary powers simi- 
lar to those permitted to national banks under section 11(k) of 
the Federal Reserve Act, as amended, and which is subject by law 
to supervision and examination by State or Federal authority hav- 
ing supervision over banking institutions. 


A STATEMENT OF PRINCIPLES OF TRUST INSTITUTIONS 


This statement was adopted by the Executive Committee of the 
Trust Division, American Bankers Association on April 10, 1933, and 
approved by the Executive Council of the American Bankers Asso- 
ciation on April 11, 19338. 

FOREWORD 


This Statement of Principles has been formulated in order that the 
fundamental principles of institutions engaged in trust business may be 
restated and thereby become better understood and recognized by the 
public, as well as by trust institutions, themselves, and in order that 
it May serve as a guide for trust institutions. 

In the conduct of their business trust institutions are governed by 
the cardinal principle that is common to all fiduciary relationships— 
namely, fidelity. Policies predicated upon this principle have for their 
objective its expression in terms of safety, good management, and per- 
sonal service. Practices developed under these policies are designed 
to promote efficiency in administration and operation. 

The fact that the services performed by trust institutions have be- 
come an integral part of the social and economic structure of the 
United States makes the principles of such institutions a matter of 
public interest. 

ARTICLE I 


DEFINITION OF TERMS 


Section 1. Trust Institutions.—Trust institutions are corporations 
engaged in trust business under authority of law. They embrace not 
only trust companies that are engaged in trust business exclusively but 
also trust departments of other corporations. 

Section 2. Trust Business.—Trust business is the business of settling 
estates, administering trusts and performing agencies in all appropriate 
cases for individuals; partnerships; associations; business corpora- 
tions; public, educational, social, recreational, and charitable institu- 
tions; and units of government. It is advisable that a trust institu- 
tion should limit the functions of its trust department to such services. 


ARTICLE II 
ACCEPTANCE OF TRUST BUSINESS 


A trust institution is under no obligation, either moral or legal, to 
accept all business that is offered. 
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Section 1. Personal Trust Business.—With respect to the acceptance 
of personal trust business the two determining factors are these: Is 
trust service needed, and can the service be rendered properly? In 
personal trusts and agencies, the relationship is private, and the trust 
institution is responsible to those only who have or may have a financial 
interest in the account. 

Section 2. Corporate Trust Business.—In considering the acceptance 
of a corporate trust or agency the trust institution should be satisfied 
that the company concerned is in good standing and that the enterprise 
is of a proper nature. 

ARTICLE III 


ADMINISTRATION OF TRUST BUSINESS 


Section 1. Personal Trusts.—In the administration of its personal 
trust business, a trust institution should strive at all times to render 
unexceptionable business and financial service, but it should also be 
careful to render equally good personal service to beneficiaries. The 
first duty of a trust institution is to carry out the wishes of the creator 
of a trust as expressed in the trust instrument. Sympathetic, tactful, 
personal relationships with immediate beneficiaries are essential to the 
performance of this duty, keeping in mind also the interests of ulti- 
mate beneficiaries. It should be the policy of trust institutions that 
all personal trusts should be under the direct supervision of and that 
beneficiaries should be brought into direct contact with the administra- 
tive or senior officers of the trust department. 

Section 2. Confidential Relationships.—Personal trust service is of a 
confidential nature and the confidences reposed in a trust department 
by a customer should never be revealed except when required by law. 

Section 3. Fundamental Duties of Trustees.—It is the duty of a 
trustee to administer a trust solely in the interest of the beneficiaries 
without permitting the intrusion of interests of the trustee or third 
parties that may in any way conflict with the interests of the trust; 
to keep and render accurate accounts with respect to the administra- 
tion of the trust; to acquaint the beneficiaries with all material facts 
in connection with the trust; and, in administering the trust, to exer- 
cise the care a prudent man familiar with such matters would exercise 
as trustee of the property of others, adhering to the rule that the trus- 
tee 1s primarily a conserver. 

Section 4, Corporate Trust Business.—In the administration of cor- 
porate trusts and agencies the trust institution should render the same 
fine quality of service as it renders in the administration of personal 
trusts and agencies. Promptness, accuracy, and protection are funda- 
mental requirements of efficient corporate trust service. The terms 
of the trust instrument should be carried out with scrupulous care and 
with particular attention to the duties imposed therein upon the trustee 
for the protection of the security-holders. 


ARTICLE IV 
OPERATION OF TRUST DEPARTMENTS 


Section 1. Separation of Trust Properties.—The properties of each 
trust should be kept separate from those of all other trusts and sep- 
arate also from the properties of the trust institution itself. 
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Section 2. Investment of Trust Funds.—The investment function of 
a trustee is care and management of property, not mere safekeeping 
at one extreme or speculation at the other. A trust institution should 
devote to its trust investments all the care and skill that it has or can 
reasonably acquire. The responsibility for the investment of trust 
funds should not be reposed in an individual officer or employee of a 
trust department. All investments should be made, retained or sold 
only upon the authority of an investment committee composed of 
capable and experienced officers or directors of the institution. 

When the trust instrument definitely states the investment powers 
of the trustee, the terms of the instrument must be followed faithfully. 
If it should become unlawful or impossible or against public policy to 
follow literally the terms of the trust instrument, the trustee should 
promptly seek the guidance of the court about varying or interpreting 
the terms of the instrument and should not act on its own respon- 
sibility in this respect except in the face of an emergency, when the 
guidance of the court beforehand could not be obtained. If the trust 
instrument is silent about trust investments or if it expressly leaves the 
selection and retention of trust investments to the judgment and dis- 
cretion of the trustee, the latter should be governed by considerations 
of the safety of principal and dependability of income and not by hope 
or expectation of unusual gain through speculation. However, a trus- 
tee should not be content with safety of principal alone to the dis- 
regard of the reasonable income requirements of the beneficiaries. 

It is a fundamental principle that a trustee should not have any 
personal financial interest, direct or indirect, in the trust investments, 
bought for or sold to the trusts of which it is trustee, and that it should 
not purchase for itself any securities or other property from any of its 
trusts. Accordingly, it follows that a trust institution should not buy 
for or sell to its estates or trusts any securities or other property in 
which it, or its affiliate, has any personal financial interest, and should 
not purchase for itself, or its affiliate, any securities or other property 
from its estates or trusts. 

ARTICLE V 


COMPENSATION FOR TRUST SERVICE 


Section 1.—A trust institution is entitled to reasonable compensation 
.or its services. Compensation should be determined on the basis of 
the cost of the service rendered and the responsibilities assumed. 
Minimum fees in any community for trust services should be uniform 
and applied uniformly and impartially to all customers alike. 


ARTICLE VI 
PROMOTIONAL EFFORT 


Section 1. Advertising.—A trust institution has the same right as 
any other business enterprise to advertise its trust services in appro- 
priate ways. Its advertisements should be dignified and not overstate 
or overemphasize the qualifications of the trust institutions. There 
should be no implication that legal services will be rendered. There 
should be no reflection, expressed or implied, upon other trust institu- 
tions or individuals, and the advertisements of all trust institutions 
should be mutually helpful. 
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Section 2. Personal Representation.—The propriety of having per- 
sonal representatives of trust departments is based upon the same prin- 
ciple as that of advertising. Trust business is so individual and dis- 
tinctive that the customer cannot always obtain from printed matter 
all he wishes to know about the protection and management the trust 
institution will give his estate and the services it will render his 
beneficiaries. 

Section 3. New Trust Department.—A corporation should not enter 
the trust field except with a full appreciation of the responsibilities 
involved. A new trust department should be established only if there 
is enough potential trust business within the trade area of the institu- 
tion to justify the proper personnel and equipment. 

Section 4. Entering Corporate Trust Field.—Since the need for trust 
and agency services to corporations, outside of the centers of popula- 
tion, is much more limited than is that of trust and agency services to 
individuals, a trust institution should hesitate to enter the corporate 
trust or agency field unless an actual demand for such services is 
evident, and the institution is specially equipped to render such service. 


ARTICLE VII 
RELATIONSHIPS 


Section 1. With Public.—Although a trust department is a distinctly 
private institution in its relations with its customers, it is affected with 
a public interest in its relations with the community. In its relations 
with the public a trust institution should be ready and willing to give 
full information about its own financial responsibility, its staff and 
equipment, and the safeguards thrown around trust business. 

Section 2. With Bar.—Attorneys-at-law constitute a professional 
group that perform essential functions in relation to trust business, 
and have a community of interest with trust institutions in the com- 
mon end of service to the public. The maintenance of harmonious 
relations between trust institutions and members of the bar is in the 
best interests of both, and of the public as well. It is a fundamental 
principle of this relationship that trust institutions should not engage 
in the practice of law. 

Section 3. With Life Underwriters.—Life underwriters also consti- 
tute a group having a community of interest with trust institutions in 
the common purpose of public service. Cooperation between trust 
institutions and life underwriters is productive of the best mutual 
service to the public. It is a principle of this cooperation that trust 
institutions should not engage in the business of selling life insurance. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
lederal Reserve bank of the district in which the inquiry arises. 
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REGULATION F 


As amended effective November 20, 1939 


TRUST POWERS OF NATIONAL BANKS 
AUTHORITY FOR REGULATION 


This regulation is issued under authority of the provisions of section 
11(k) of the Federal Reserve Act, as amended, which, together with 
related provisions of law, are published in the Appendix hereto. 


SECTION 1. APPLICATIONS 


A national bank desiring to exercise any or all of the powers author- 
ized by section 11(k) of the Federal Reserve Act, as amended, shall 
make application to the Board of Governors of the Federal Reserve 
System for a special permit authorizing such national bank to exercise 
such powers. If the applying bank is not authorized to exercise any of 
such powers, the application should be made on Form 61; and if the 
applying bank is authorized to exercise one or more but not all of such 
powers, the application should be made on Form 61b. 

In the case of the organization of a new national bank, the conver- 
sion of a State bank or trust company into a national bank, or the 
consolidation of two or more national banks or of a State bank or 
trust company with a national bank under the charter of the latter, 
when none of the national banks involved in such consolidations is 
authorized to exercise trust powers, application for such a permit may 
be made in advance on behalf of the new, converted or consolidated 
national bank, and the permit may be issued simultaneously with the 
consummation of such organization, conversion or consolidation. Such 
application may be made by the organizers in the case of a new 
national bank, by the State bank or trust company in the case of a 
conversion, and by the national bank the charter of which is to be 
retained in the case of a consolidation. 

Each application made under the provisions of this section shall be 
executed and forwarded in duplicate, together with duplicate copies of 
any documents containing any information submitted with the appli- 
cation, to the Federal Reserve bank of the district in which the apply- 
ing bank is located. 


SECTION 2, CONSIDERATION OF APPLICATIONS 


In passing upon an application for permission to exercise the fiduci- 
ary powers authorized by section 11(k) of the Federal Reserve Act, 
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as amended, the Board of Governors of the Federal Reserve System 
will give special consideration to the following matters: 


(a) Whether, under the provisions of section 11 (k) of the Fed- 
eral Reserve Act, as amended, the bank has sufficient capital and 
surplus to render it eligible to receive permission to exercise the 
fiduciary powers applied for and whether the granting of any or 
all of such powers would be in contravention of State or local law; 

(b) The needs of the community for trust service of the kind 
applied for and the probable volume of such trust business avail- 
able to the bank; 

(c) The general condition of the bank, particularly the ade- 
quacy of its net capital and surplus funds in relation to the char- 
acter and condition of its assets and to its deposit liabilities and 
other corporate responsibilities, including the proposed exercise of 
trust powers; 

(d) The general character and ability of the management of 
the bank; 

(ec) The nature of the supervision to be given to the proposed 
trust activities, including the qualifications and experience of the 
members of the proposed trust investment committee ; 

(f) The qualifications, experience and character of the pro- 
posed executive officer or officers of the trust department; 

(qg) Whether the bank has available competent legal counsel to 
advise and pass upon trust matters whenever necessary; and 

(h) Any other facts and circumstances that seem to it proper. 


SECTION 3. CONSOLIDATION OF TWO OR MORE NATIONAL BANKS 


Where two or more national banks consolidate under the provisions 
of the Act of Congress approved November 7, 1918,’ as amended, and 
any one of such banks has, prior to such consolidation, received a 
permit from the Board of Governors of the Federal Reserve System to 
act in fiduciary capacities which is in force at the time of the con- 
solidation, the rights existing under such permit pass by operation of 
law to the consolidated bank and the consolidated bank may act in 
such fiduciary capacities in the same manner and to the same extent 
as the bank to which such permit was originally issued; and no new 
application to continue to act in such capacities is necessary. How- 
ever, in order that the records of the consolidated bank may be com- 
plete and that it may have convenient evidence of its right to exercise 
trust powers, the Board, upon receipt of advice from the Comptroller 
of the Currency that the consolidation has been consummated, will 





1 Applicable provisions of the Act of Congress approved November 7, 1918, as amended, are 
printed in the Appendix to this regulation. 
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issue a certificate to the consolidated bank showing its right to exer- 
cise the trust powers theretofore granted by the Board to any of the 
national banks taking part in the consolidation. 


SECTION 4. CONSOLIDATION OF STATE BANK WITH NATIONAL BANK 


Section 8 of the Act of Congress approved November 7, 1918,” as 
amended, authorizes any bank, trust company, savings bank, or other 
banking institution incorporated under the laws of any State or in the 
District of Columbia to be consolidated directly with a national bank 
located in the same State, county, city, town, or village under the 
charter of such national bank, and provides in effect that, when such 
consolidation is consummated, the consolidated national bank shall 
succeed to the specific fiduciary appointments, designations and nom- 
inations of the State institution at the time of the consolidation. It 
is not necessary for the national bank to have a permit from the 
Board of Governors of the Federal Reserve System in order to admin- 
ister the specific trusts to which it thus succeeds, but the provision 
does not confer upon the consolidated national bank the right to act 
generally in fiduciary capacities or to undertake any other trust busi- 
ness. Unless the national bank already has a permit from the Board 
of Governors of the Federal Reserve System to act in fiduciary capac- 
ities which is in force at the time of the consolidation, it will be 
necessary for the bank to obtain such a permit before undertaking to 
act generally in fiduciary capacities or to accept any other trust 
business. 


SECTION 5. CHANGE OF NAME 


If a national bank has received a permit from the Board of Gov- 
ernors of the Federal Reserve System to act in fiduciary capacities 
and subsequently, while the permit is in force, changes its name under 
the provisions of the Act of Congress approved May 1, 1886, it is not 
necessary for the bank to make a new application to continue to act 
in such capacities. However, in order that the records of the bank 
may be complete and that it may have convenient evidence of its right 
to exercise trust powers under its new name, the Board, upon receipt 
of advice from the Comptroller of the Currency that such change in 
name has been legally effected, will issue a certificate to it under such 
new name evidencing its right to exercise the trust powers previously 
granted to it under its old name. 





2Section 3 of the Act of Congress approved November 7, 1918, as amended, is printed in the 
Appendix to this regulation. 

3'The applicable provisions of the Act of Congress approved May 1, 1886, are printed in the 
Appendix to this regulation. 
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SECTION 6. TRUST DEPARTMENT AND MANAGEMENT 


(a) Separate trust department.—Every national bank which obtains 
permission from the Board of Governors of the Federal Reserve System 
to act in a fiduciary capacity shall, before undertaking to act in such 
capacity, establish a trust department which shall be separate and 
apart from every other department of the bank. 

(b) Directors’ supervision of trust department.—The board of 
directors is responsible for the investment of trust funds by the bank, 
the disposition of trust investments, the supervision of the trust de- 
partment, the determination of the policies of such department and 
for the review of the actions of all committees appointed by the board 
of directors for the conduct of the trust department. The acceptance 
of all trusts shall be approved by the board of directors or a com- 
mittee appointed by such board, and the closing out or relinquish- 
ment of all trusts shall be approved or ratified by the board of direc- 
tors or a committee appointed by such board; and such committee 
or committees shall be composed of capable and experienced officers 
or directors of the bank. Any such approval or ratification shall be 
recorded in the minutes of the board of directors or of such committee 
as the case may be. 

(c) Trust investment committee.—Before any such national bank 
undertakes to act in any fiduciary capacity, the board of directors of 
the bank shall appoint a trust investment committee which shall be 
composed of at least three memvers, who shall be capable and expe- 
rienced officers or directors of the bank.* All investments of trust funds 
by the trust department of every such national bank shall be made, 
retained or disposed of only with the approval of the trust investment 
committee; and such committee shall keep minutes of all its meetings, 
showing the disposition of all matters considered and passed upon by 
it. Such committee shall, at least once during each period of twelve 
months, review all the assets held in or for each fiduciary account to 
determine their safety and current value and the advisability of retain- 
ing or disposing of them; and a report of all such reviews, together 
with the action taken as a result thereof, shall be noted in the minutes 
of the trust investment committee. Such committee may have such 
additional duties relating to the trust department as may be prescribed 
by the board of directors. 

(d) Executive officer.—Before any such national bank undertakes 
to act in any fiduciary capacity, its trust department shall be placed 





4It is contemplated that there shall be a committee the members of which shall have a con- 
tinuity of responsibility for the discharge of the duties of the committee. However, alternates 
appointed by the board of directors may serve in place of regular members of the committee 
who are unable to serve on account of vacations, illness, or other good and sufficient reasons if 
the minutes of the committee show the reason for the service of such alternate in place of the 
regular member. 
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under the management and immediate supervision of an executive 
officer or officers qualified and competent to administer trusts, and the 
duties of such officer or officers shall be prescribed by the board of 
directors of the bank. Such duties shall be evidenced by the by-laws 
of the bank or by a resolution duly adopted by and entered in the 
minutes of the board of directors. All officers and other persons taking 
part in the operation of the trust department shall be adequately 
bonded. 

(e) Competent legal counsel.—Every such national bank shall 
designate, employ or retain competent legal counsel who shall be 
readily available to pass upon trust matters and to advise with the 
bank and its trust department; but the bank shall not engage in the 
practice of law. 

(f) Principles of trust institutions.—Every such national bank shall 
conform to sound principles in the operation of its trust department.° 


SECTION 7. BOOKS AND ACCOUNTS 


(a) In general.—Every national bank which has received permis- 
sion irom the Board of Governors of the Federal Reserve System to 
exercise fiduciary powers shall keep the books and records of the trust 
department separate and distinct from other records of the bank. All 
trust accounts opened shall be so kept as to enable the national bank 
to furnish such information or reports with respect thereto as may be 
required by the Comptroller of the Currency or the Board of Gov- 
ernors of the Federal Reserve System. The records of the trust depart- 
ment shall contain full information relating to each trust. 

(b) Record of pending litigation—Every such national bank shall 
keep an adequate record of all litigation pending against it in connec- 
tion with its administration of any trust. 


SECTION 8. EXAMINATIONS OF TRUST DEPARTMENT 


In addition to examinations by examiners appointed by the Comp- 
troller of the Currency ° or designated by the Board of Governors of 
the Federal Reserve System, a committee of directors, exclusive of any 
active officers of the bank, shall, at least once during each period of 
twelve months, make suitable audits of the trust department or cause 


5 The Statement of Principles of Trust Institutions approved by the Executive Council of the 
American Bankers Association under date of April 11, 1933, is included in the Appendix to this 
regulation and is commended to banks operating trust departments. 

6 Section 11(k) of the Federal Reserve Act, as amended by the Banking Act of 1935, approved 
August 23, 1935, provides that ‘‘The State banking authorities may have access to reports of 
examination made by the Comptroller of the Currency in so far as such reports relate to the 
trust department of such bank, but nothing in this Act shall be construed as authorizing the 
State banking authorities to examine the books, records, and assets of such bank.’’ 

While this provision denies to the State banking authorities the right to examine the trust 
department of any national bank without the bank’s consent, it does not prohibit the bank from 
permitting an inspection of its records by any one it desires. 
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suitable audits of such department to be made by auditors responsible 
only to the board of directors, and shall, likewise at least once during 
each period of twelve months, ascertain by thorough examination made 
or caused to be made by such committee— 


(1) Whether a review of all the assets in each trust as to their 
safety and current value and the advisability of retaining or dis- 
posing of them has been made in accordance with section 6(c) of 
this regulation ; 

(2) Whether trust funds awaiting investment or distribution 
have been held uninvested or undistributed any longer than was 
reasonably necessary. 


Such committee shall promptly make a full report of such audits and 
examination, in writing, to the board of directors of the bank, together 
with a recommendation as to the action, if any, which may be neces- 
sary to correct any unsatisfactory conditions. The board of directors 
shall give due consideration to such report and recommendation, 
together with the latest report of examination by the Comptroller of 
the Currency or examiners designated by the Board of Governors of 
the Federal Reserve System? furnished to the bank, and shall take 
such steps as are appropriate to correct any criticized matters. A 
report of the audits and examination required under this section, 
together with the action taken thereon, shall be noted in the minutes 
of the board of directors; and such report shall be made a part of the 
records of the bank. 


SECTION 9. TRUST FUNDS AWAITING INVESTMENT OR DISTRIBUTION 


(a) In general.—Funds received or held by a national bank as 
fiduciary awaiting investment or distribution shall not be held unin- 
vested or undistributed by the bank any longer than is reasonably 
necessary. 

(6) Use in conduct of business of trustee bank.—Funds received or 
held by a national bank as fiduciary awaiting investment or distribu- 
tion shall not be used by the bank in the conduct of its business, unless 
the bank, under authorization by its board of directors, first delivers 
to the trust department, as collateral security— 


(1) Bonds, notes, bills, certificates of indebtedness or other 
direct obligations of the United States, or obligations fully guar- 
anteed by the United States as to principal and interest; or 





7 This does not relieve the board of directors of any responsibility for prompt consideration of, 
and action on, matters criticized in the latest report of examination by the Comptroller of the 
Currency or the Board of Governors of the Federal Reserve System furnished to the bank or 
for the prompt consideration and action on any matter coming to the attention of the board of 
directors from any other source which requires action for the protection of parties at interest. 
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(2) Other readily marketable securities of the classes in which 
State trust companies or State banks exercising trust powers are 
authorized or permitted to invest trust funds under the laws of 
the State in which such national bank is located; or 

(3) Other readily marketable securities of the classes defined 
as “investment securities” pursuant to section 5136 of the Revised 
Statutes of the United States, as amended.® 


The securities so deposited as collateral shall be owned by the na- 
tional bank and shall at all times be at least equal in market value to 
the amount of the trust funds so used in the conduct of the bank’s 
business.? 

SECTION 10. INVESTMENT OF TRUST FUNDS 

(a) Private trusts—Funds received or held by a national bank as 
fiduciary shall, with the approval of the trust investment committee 
and subject to the rules of law applicable to fiduciaries, be invested 
promptly and in strict accordance with the will, deed or other instru- 
ment creating the trust. When the instrument creating the trust con- 
tains provisions expressly authorizing the bank, its officers or its di- 
rectors to exercise a discretion in the matter, funds received or held 
in trust shall be invested only with the approval of the trust investment 
committee. When such instrument does not specify the character or 
class of investments to be made and does not expressly vest in the 
bank, its officers or its directors a discretion in the matter, funds 
received or held in trust shall be invested, with the approval of the 
trust. investment committee, in any investments in which corporate or 
individual fiduciaries in the State in which the bank is acting may 
lawfully invest. 

(6b) Court trusts.—A national bank acting in any fiduciary capacity 
under appointment by a court of competent jurisdiction shall, subject 
to the supervision of the trust investment committee, make all invest- 


8 Section 5136 of the Revised Statutes of the United States, as amended, provides that as used 
in that section ‘“‘the term ‘investment securities’ shall mean marketable obligations evidencing 
indebtedness of any person, copartnership, association, or corporation in the form of bonds, 
notes, and/or debentures commonly known as investment securities under such further definition 
of the term ‘investment securities’ as may by regulation be prescribed by the Comptroller of 
the Currency’’; and a copy of the regulation prescribed by the Comptroller under the authority 
of section 5136 may be obtained upon request made to his office. 

® Section 11(k) of the Federal Reserve Act, as amended, requires that the national bank shall 
set aside in the trust department ‘‘United States bonds or other securities approved by the Board 
of Governors of the Federal Reserve System.” This subsection of this regulation is intended as 
a general approval by the Board of all securities which comply with the requirements thereof 
and the Board will not give specific approval to any particular securities. 

If a national bank desires to substitute securities for securities already deposited in the trust 
department as collateral for trust funds used in the conduct of the business of such bank, such 
a substitution may be made provided the substituted securities comply with the requirements of 
this subsection and the substituted securities and other securities so deposited as collateral at all 
times are at least equal in market value to the amount of trust funds so used in the conduct 
of the bank’s business. 
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ments of funds received or held by it in trust under an order of that 
court, and copies of all such orders shall be filed and preserved with 
the records of the trust department of the bank. If the court order 
vests a discretion in the bank to invest funds received or held by it in 
trust, or if, under the laws of the State in which the bank is acting, 
corporate fiduciaries appointed by the court are permitted to exercise 
such a discretion, the bank, with the approval of the trust investment 
committee, shall invest such funds in any investments in which corpo- 
rate or individual fiduciaries in the State in which the bank is acting 
may lawfully invest. 

(c) Collective investment of trust '° funds.—Funds received or held 
by a national bank as fiduciary shall not be invested collectively 1? 
except as permitted in section 17 of this regulation. 


SECTION 11. PURCHASE OR SALE OF TRUST ASSETS TO OR FROM TRUSTEE BANK 
OR ITS DIRESTORS, OFFICERS OR EMPLOYEES ¥ 


(a) Obligations of trustee bank or its directors, officers, ete.—Funds 
received or held by a national bank as fiduciary shall not be invested 
in stock or obligations of, or property acquired from, the bank or its 
directors, officers, or employees, or their interests,'* or in stock or obli- 
gations of, or property acquired from, affiliates of the bank. 

(6) Sale or transfer of trust assets to trustee bank or its directors, 
officers, etc.—Trust assets shall not be sold or transferred to the na- 
tional bank, to its directors, officers, or employees, or their interests,'* 
or to affiliates of the bank, except that, in cases in which the bank has 
been advised by its counsel in writing that it has incurred a contingent 
or potential liability to a trust and desires to relieve itself from such 
liability, such a sale or transfer may be made with the approval of the 
board of directors; provided that in all such cases the bank, upon the 
consummation of the sale or transfer, shall reimburse the trust involved 
in cash or other acceptable assets. | 


10 Unless the context otherwise indicates, the term ‘‘trust,’’ as used in this section or in any 
other part of this regulation, refers to any fiduciary relationship which a national bank is 
authorized to enter into under the provisions of section 11(k) of the Federal Reserve Act. 

This does not prevent the bank from investing the funds of several trusts in a single real 
estate loan of the kind which could be made by the bank under the provisions of section 24 of 
the Federal Reserve Act, as amended, if the bank owns no participation in the loan and has no 
interest therein except in its capacity as fiduciary. 

2 The requirements of this section shall not be deemed to prohibit the making of any invest- 
ments or the carrying out of any transactions which are expressly required by the instrument 
creating the trust or are specifically authorized by court order. 

18 Under recognized principles of sound practice regarding the handling of trust assets, a trus- 
tee or other fiduciary should not have any interest, direct or indirect, in the assets of a trust 
except as a fiduciary; and the requirements of this section contemplate that the national bank 
will not invest trust funds in the stock or obligations of, or property acquired from, any organi- 
zation in which officers, directors, or employees of the bank have such an interest as might affect 
the exercise of the best judgment of the management of the bank in investing trust funds and 
that the national bank will not sell or transfer trust assets to any organization in which the 
officers, directors, or employees of the bank have such an interest as might affect the exercise 
of the best judgment of the management of the bank in selling or transferring trust assets. 
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(c) Dealings between trust accounts.—A national bank acting as 
fiduciary shall not make any advance to any trust from the funds 
belonging to any other trust, except when the making of such advances 
to a designated trust is specifically authorized by the trust instrument 
covering the trust from which such advances are made. 


SECTION 12. CUSTODY OF TRUST SECURITIES AND INVESTMENTS 


The securities and investments of each trust shall be kept separate 
from the properties of the bank, and the securities and investments 
of each trust also shall be kept separate from those of all other trusts 
except as provided in subsection (c) of section 10 and section 17 of 
this regulation.’** Trust securities and investments shall be placed in 
the joint custody of two or more officers or employees of the bank 
designated for that purpose by the board of directors of the bank; and 
all such officers and employees shall be adequately bonded. 


SECTION 13. DEPOSIT OF SECURITIES WITH STATE AUTHORITIES 


Whenever the laws of a State require corporations acting in a fidu- 
clary capacity to deposit securities with the State authorities for the 
protection of private or court trusts, every national bank in that State 
which obtains permission from the Board of Governors of the Federal 
Reserve System to act in fiduciary capacities shall, before undertaking 
to act in any fiduciary capacity, make a similar deposit of securities 
with the State authorities. If the State authorities refuse to accept 
such a deposit, the securities shall be deposited with the Federal Re- 
serve bank of the district in which such national bank is located and 
such securities shall be held for the protection of private or court trusts 
with like effect as though the securities had been deposited with the 
State authorities. 


SECTION 14. COMPENSATION OF BANK 


(a) In general.—If the amount of the fee or compensation for act- 
ing in a fiduciary capacity is not regulated by State law or stipulated 
or provided for in the instrument creating the trust, a national bank 
acting in such capacity may charge or deduct not more than a reason- 
able fee or compensation for its services. When the bank is acting in 
a fiduciary capacity under appointment by a court, it may receive such 
fee or compensation as shall be lawfully allowed or approved by that 
court. All income derived from the investment of the funds of a trust, 
less a proper fee or compensation and all other proper charges, shall be 
paid over to, or credited to the account of, such trust. 





14This does not prevent the bank from investing the funds of several trusts in a single real 
estate loan of the kind which could be made by the bank under the provisions of section 24 of 
the Federal Reserve Act, as amended, if the bank owns no participation in the loan and has no 
interest therein except as trustee or other fiduciary. 
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(b) Officer or employee of bank as co-fiduciary.—No national bank 
shall, except with the specific approval of its board of directors, permit 
any of its officers or employees, while serving as such, to retain any 
fee or other compensation tor acting as a co-fiduciary with the bank in 
the administration of any trust accepted or undertaken by it. 


SECTION 15. INSOLVENCY OR VOLUNTARY LIQUIDATION OF BANK 


(a) Insolvency.—Whenever a national bank exercising fiduciary 
powers becomes insolvent and a receiver is appointed therefor by the 
Comptroller of the Currency, such receiver shall, pursuant to the in- 
structions of the Comptroller and to the orders of the court or courts 
of appropriate jurisdiction, proceed to close such trusts and estates as 
can be closed promptly and transfer all other trusts and estates to 
properly appointed substitute fiduciaries. _ 

(6) Voluntary liquidation.—Whenever a national bank exercising 
fiduciary powers is placed in voluntary liquidation, the liquidating 
agent shall, in accordance with the laws of the State in which such 
national bank is located, proceed at once to liquidate the affairs of 
the trust department as follows: 


1. All court trusts and estates under the jurisdiction of a court 
shall be closed or disposed of as soon as practicable in accordance 
with the orders or instructions of the court having jurisdiction. 

2. All voluntary trusts which can be closed promptly shall be 
closed as soon as practicable and final accounting made therefor. 

3. All other trusts shall be transferred by appropriate legal pro- 
ceedings to properly appointed substitute fiduciaries. 


SECTION 16. SURRENDER OF TRUST POWERS 


(a) Procedure.—Any national bank which has been granted the 
right by the Board of Governors of the Federal Reserve System to 
act in any fiduciary capacity or capacities and which desires to sur- 
render such right shall signify such desire through a resolution duly 
adopted by, and recorded in the minutes of, its board of directors. A 
properly certified copy of such resolution shall be filed with the Fed- 
eral Reserve bank of the district in which such national bank is located 
and shall be accompanied by (1) a letter stating the reason why, or 
the purpose for which, such national bank wishes to surrender its right 
to exercise trust powers, unless such reason or purpose shall have been 
amply stated in the resolntion itself, (2) the permit or permits 
previously issued by the Board to such national bank granting it the 
right to act in any fiduciary capacity, and (8) any certificate or certif- 
icates previously issued to such national bank by the Board under the 
provisions of sections 3 and 5 of this regulation, except that, in case 
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any such permit or certificate shall have been lost or destroyed, an 
affidavit by any officer of such national bank as to such loss or destruc- 
tion shall be filed in lieu of such lost or destroyed permit or certificate. 

(6) Words “Trust Company” as part of bank’s title—Before issuing 
the certificate described in subsection (d) of this section of this regu- 
lation, the Board will require any national bank which desires to sur- 
render its right to exercise trust powers, and which has the words “‘trust 
company” as part of its title, to eliminate such words from the title. 
The elimination of such words involving a change in the name of the 
bank is a matter within the jurisdiction of the Comptroller of the 
Currency. Such a national bank, therefore, at the time of the adoption 
of the resolution referred to in subsection (a) of this section of this 
regulation, should communicate with the Comptroller of the Currency 
for advice as to the procedure it will be necessary for it to pursue in 
order to eliminate such words. Advice that such national bank has 
taken this step should be given, in writing, to the Federal Reserve 
bank at the time of the filing of the documents required by subsection 
(a) of this section of this regulation. 

(c) Examination of trust department.—Upon receipt of the docu- 
ments referred to in subsection (a) of this section of this regulation, 
the Board will request the Comptroller of the Currency, upon the 
occasion of the next regular examination of such national bank, to 
have one of his examiners make an investigation of the trust depart- 
ment of the bank in order to determine whether the bank, pursuant 
to authority granted to it under section 11(k) of the Federal Reserve 
Act, has actually accepted or undertaken the exercise of any trust; 
and, if so, whether it appears from the records of the trust department 
in the case of each trust so accepted or undertaken— 


(1) That all assets and papers belonging to the trust estate have 
been delivered by the bank to the person or persons entitled to 
receive them; and 

(2) That the duties of the bank as fiduciary have been com- 
pletely performed and that the bank has been discharged or other- 
wise properly relieved of all of its duties as fiduciary. 


In exceptional cases, the Board may make, or may request the 
Comptroller of the Currency to make, a special examination of the 
trust department of such national bank in order to obtain the informa- 
tion referred to in this subsection. 

(d) Certificate of Board of Governors of the Federal Reserve Sys- 
tem.—If, upon the basis of the examination referred to in subsection 
(c) of this section of this regulation, the Board shall be satisfied that 
the national bank desiring to surrender its right to exercise trust 
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powers has never accepted or undertaken to exercise any trust or that 
its duties as fiduciary have been completely performed and that it 
has been discharged or otherwise properly relieved of all of its duties 
as fiduciary, and if, in the case of a national bank the title of which 
previously had included the words “trust company”, the Board shall 
also be satisfied, from advice received from the Comptroller of the 
Currency, that the bank has properly eliminated these words from its 
title, the Board may, in its discretion, issue to such national bank a 
certificate certifying that such bank is no longer authorized to exercise 
any of the trust powers conferred upon it by the Board.'® 
SECTION 17. COMMON TRUST FUNDS 

(a) In general.—Funds received or held by a national bank as 
fiduciary may be invested collectively in any Common Trust Fund 
established and maintained in accordance with the provisions of this 
section whenever the laws of the State in which the national bank is 
located authorize or permit such investments by State banks, trust 
companies, or other corporations which compete with national banks. 

As used in this regulation the term “Common Trust Fund” means 
a fund maintained by a national bank exclusively for the collective 
investment and reinvestment of moneys contributed thereto by the 
bank in its capacity as trustee, executor, administrator, or guardian.'® 

The purpose of this section is to permit the use of Common Trust 
Funds, as defined in section 169 of the Internal Revenue Code," for the 
investment of funds held for true fiduciary purposes; and the opera- 
tion of such Common Trust Funds as investment trusts for other than 
strictly fiduciary purposes is hereby prohibited. No bank administer- 
ing a Common Trust Fund shall issue any document evidencing a 
direct or indirect interest in such Common Trust Fund in any form 
which purports to be negotiable or assignable. The trust investment 
committee of a bank operating a Common Trust Fund shall not per- 
mit any funds of any trust to be invested in a Common Trust Fund 
if it has reason to believe that such trust was not created or is not 
being used for bona fide fiduciary purposes. 

Common Trust Funds administered under this section shall be sub- 
ject to the following requirements: 


15 Section 11(k) of the Federal Reserve Act provides that, upon the issuance of such a certificate 
by the Board, ‘“‘such bank (1) shall no longer be subject to the provisions of this subsection or 
the regulations of the Board of Governors of the Federal Reserve System made pursuant thereto, 
(2) shall be entitled to have returned to it any securities which it may have deposited with the 
State authorities for the protection of private or court trusts, and (8) shall not exercise there- 
after any of the powers granted by this subsection without first applying for and obtaining a 
new permit to exercise such powers pursuant to the provisions of this subsection.” 

16 As used in this regulation, the term ‘‘guardian’’ means guardian or committee of the estate 
of an infant, incompetent, or absentee, by whatever name known in the State in which a par- 
ticular national bank is located. 

17 For applicable provisions of the Internal Revenue Code, see Appendix. 
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(1) Assets in a Common Trust Fund shall be considered as 
assets held by the bank as fiduciary; 

(2) A bank administering a Common Trust Fund shall not 
invest any of its own funds in such Common Trust Fund and if a 
bank, because of a creditor relationship or any other reason, ac- 
quires any interest in a participation in a Common Trust Fund 
under its administration the participation shall be withdrawn on 
the first date on which such withdrawal can be effected in accord- 
ance with the provisions of this section; 

(3) A bank administering a Common Trust Fund shall not 
have any interest '* in the assets held in such Common Trust 
Fund, other than in its capacity as fiduciary, except to the extent 
permitted for a temporary period as provided in the immediately 
preceding paragraph. 


(6) Common Trust Funds for investment of small amounts.—Sub- 
ject to all other provisions of this regulation except subsection (c) of 
this section, cash balances received or held by a bank in its capacity 
as trustee, executor, administrator, or guardian, which the bank con- 
siders to be individually too small to be invested separately to ad- 
vantage may be invested, with the approval of the trust investment 
committee, in participations in a Common Trust Fund, provided the 
total investment of the funds of any one trust in one or more such 
Common Trust Funds shall not exceed $1,200. 

(c) Common Trust Funds for general investment.—Subject to all 
other provisions of this regulation except subsection (b) of this sec- 
tion, funds received or held by a bank in its capacity as trustee, ex- 
ecutor, administrator, or guardian may be invested in participations 
in a Common Trust Fund. All participations in such a Common 
Trust Fund shall be on the basis of a proportionate interest in all of 
the assets of the Common Trust Fund. 


(1) Common Trust Fund to be operated under written plan.— 
Each Common Trust Fund administered by a bank shall be 
established and maintained in accordance with a written plan 
(referred to herein as the Plan) approved by a resolution of the 
bank’s board of directors and approved in writing by competent 
legal counsel. The Plan shall provide that the Common Trust 
Fund shall be administered in conformity with the rules and 
regulations, prevailing from time to time, of the Board of Gov- 
ernors of the Federal Reserve System pertaining to the collec- 





18 A bank shall not be deemed to have an interest in assets in which collective investments are 
made merely because of the fact that the bank owns in its own right other stocks, or bonds or 
other obligations of a person, firm, or corporation, the stocks, or bonds or other obligations of 
which are among the assets of a Common Trust Fund. 
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tive investment of trust funds by national banks, and shall con- 
tain full and detailed provisions not inconsistent with the pro- 
visions of such rules and regulations as to the manner in which 
the Common Trust Fund is to be operated, including provisions 
relating to the investment powers of the bank with respect to 
the Common Trust Fund, the allocation of income, profits and 
losses, the terms and conditions governing the admission or with- 
drawal of participations in the Common Trust Fund, the audit- 
ing and settlement of accounts of the bank with respect to the 
Common Trust Fund, the basis and method of valuing assets in 
the Common Trust Fund, the basis upon which the Common 
Trust Fund may be terminated, and such other matters as may 
be necessary to define clearly the rights of participants in the 
Common Trust Fund. A copy of the Plan shall be available 
at the principal office of the bank for inspection, during all bank- 
ing hours, to any person having an interest in a trust any funds 
of which are invested in a participation in the Common Trust 
Fund; and upon reasonable request a copy of the Plan shall be 
furnished to such person. 

(2) Trust investment committee to approve participation.— 
No funds of a trust shall be invested in a participation in a 
Common Trust Fund without the approval of the trust invest- 
ment committee. Before permitting any funds of any trust 
to be invested in a participation in a Common Trust Fund, 
the trust investment committee shall review the investments 
comprising the Common Trust Fund; and, if it finds that any 
such investment is one in which funds of such trust might not 
lawfully be invested at that time, funds of such trust shall not 
be invested in a participation in such Common Trust Fund. 

At the time of making the first investment of funds of a 
trust in a participation in any Common Trust Fund, the bank 
shall send a notice of such investment to each person to whom 
an accounting ordinarily would be rendered. 

(3) Common Trust Fund to be audited annually—A bank 
administering a Common Trust Fund shall, at least once during 
each period of twelve months, cause an audit to be made of 
the Common Trust Fund by auditors responsible only to the 
board of directors of the bank. The report of such audit shall 
include a list of the investments comprising the Common Trust 
Fund at the time of the audit which shall show the valuation 
placed on each item on such list by the trust investment com- 
mittee of the bank as of the date of the audit, a statement of 
purchases, sales and any other investment changes and of in- 


REGULATION F aN 


come and disbursements since the last audit, and appropriate 
comments as to any investments in default as to payment of 
principal or interest. The reasonable expenses of any such 
audit made by independent public accountants may be charged 
to the Common Trust Fund. 

The bank shall, without charge, send a copy of the latest 
report of such audit annually to each person to whom an ac- 
counting of the trusts participating in the Common Trust Fund 
ordinarily would be rendered or shall send advice to each such 
person annually that the report is available and that a copy 
will be furnished without charge upon request. 

(4) Value of assets to be determined periodically —Not. less 
frequently than once .during each period of three months the 
trust investment committee of a bank administering a Common 
Trust Fund shall determine the value of the assets in the 
Common Trust Fund. No participation shall be admitted to 
or withdrawn from the Common Trust Fund except on the 
basis of such valuation and on the date of the determination of 
such valuation or, if permitted by the Plan, within two busi- 
ness days subsequent to the date of such determination. No 
participation shall be admitted or withdrawn unless, in accord- 
ance with provisions of the Plan, prior to the date of the de- 
termination of such valuation, notice of intention to par- 
ticipate or to make such withdrawal shall have been given in 
writing to the bank administering the Common Trust Fund, or 
a written notation of the contemplated participation or with- 
drawal shall have been made in the records of the bank. 

(5) Miscellaneous limitations—No funds of any trust shall 
be invested in a participation in a Common Trust Fund if 
such investment would result in such trust having an interest 
in the Common Trust Fund in excess of 10 per cent of the 
value of the assets of the Common Trust Fund, as determined 
by the trust investment committee, or the sum of $25,000, 
whichever is less at the time of investment. If the bank ad- 
ministers more than one Common Trust Fund, no investment 
shall be made which would cause the aggregate investment of 
funds of any one trust in all such Common Trust Funds to 
exceed such limitations. In applying the limitations contained 
in this paragraph, if two or more trusts are created by the same 
settlor or settlors and as much as one-half of the income or 
principal or both of each trust is payable or applicable to the 
use of the same person or persons, such trusts shall be con- 
sidered as one. 
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No investment for a Common Trust Fund shall be made in 
stocks, or bonds or other obligations of any one person, firm, 
or corporation which would cause the total amount of invest- 
ment in stocks, or bonds or other obligations issued or guaran- 
teed by such person, firm, or corporation to exceed 10 per cent 
of the value of the Common Trust Fund, as determined by the 
trust investment committee, provided that this limitation shall 
not apply to investments in obligations of the United States 
or for the payment of the principal and interest of which the 
faith and credit of the United States shall be pledged. 

No investment for a Common Trust Fund shall be made in 
any one class of shares of stock of any one corporation which 
would cause the total number of such shares held by the Com- 
mon Trust Fund to exceed 5 per cent of the number of such 
shares outstanding. If the bank administers more than one 
Common Trust Fund no investment shall be made which would 
cause the aggregate investment for all such Common Trust 
Funds in shares of stock of any one corporation to exceed such 
limitation. 

Any bank administering a Common Trust Fund shall have 
the responsibility of maintaining in cash and readily market- 
able securities *® such part of the assets of the Common Trust 
Fund as shall be deemed by the bank to be necessary to pro- 
vide adequately for the needs of participating trusts and to 
prevent inequities between such trusts. In any event, prior 
to any admissions to or withdrawals from a Common Trust 
Fund, the trust investment committee shall determine what per- 
centage of the value of the assets of a Common Trust Fund is 
composed of cash and readily marketable securities; and if such 
committee determines that, after effecting the admissions and 
withdrawals which are to be made pursuant to notice given as 
required in subdivision (4) of this subsection, less than 40 per 
cent of the value of the remaining assets of the Common Trust 
Fund would be composed of cash and readily marketable se- 
curities, no admissions to or withdrawals from the Common 
Trust Fund shall be permitted as of the valuation date upon 
which such determination is made, except that ratable dis- 
tribution upon all participations is not prohibited. 

(6) Distribution upon withdrawal of participation—When par- 
ticipations are withdrawn from a Common Trust Fund distribu- 





19 A readily marketable security within the meaning of this section means a security which 
is the subject of frequent dealings in ready markets with such frequent quotations of price 
as to make (a) the price easily and definitely ascertainable and (b) the security itself easy to 
realize upon by sale at any time. 
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9 tions may be made in cash or ratably in kind, or partly in cash 
and partly ratably in kind, provided that all distributions as of 
any one valuation date shall be made on the same basis. Before 
any distribution in cash is made, the trust investment committee 
shall determine whether any investment remaining in the Com- 
mon Trust Fund would be unlawful for one or more participating 
trusts if funds of such trusts were being invested at that time; and 
no: distribution shall be made in cash until any such unlawful 
investment shall have been eliminated from the Common Trust 

9 Fund either through sale, distribution in kind, or segregation as 
provided in the subdivision immediately following hereafter. 

(7) Segregation of investments—If for any reason an invest- 
ment is withdrawn in kind from a Common Trust Fund for the 
benefit of all trusts participating in the Common Trust Fund at the 
time of such withdrawal and such investment is not distributed 
ratably in kind it shall be segregated and administered or realized 
upon for the benefit ratably of all trusts participating in the Com- 
mon Trust Fund at the time of withdrawal. 

(8) Management of Common Trust Fund and fees.—A national 
bank administering a Common Trust Fund shall have the exclusive 
management thereof and shall not charge a fee for the management 
of the Common Trust Fund, or receive, either from the Common 
Trust Fund or from any trusts the funds of which are invested 
in participations therein, any additional fees, commissions, or 
compensations of any kind by reason of such participation. The 
bank shall not pay a fee, commission, or compensation out of the 
Common Trust Fund for management. Nothing in this paragraph 
shall be construed as prohibiting a bank from reimbursing itself 
out of a Common Trust Fund for such reasonable expenses in- 
curred by it in the administration thereof as would have been 
chargeable to the respective participating trusts if incurred in the 
separate administration of such participating trusts. 

(9) Effect of mistakes—No mistake made in good faith and 
in the exercise of due care in connection with the administration of 
a Common Trust Fund shall be deemed to be a violation of this 
regulation if promptly after the discovery of the mistake the bank 
takes whatever action may be practicable in the circumstances to 
remedy the mistake. 


SECTION 18. BOARD FORMS 


All forms referred to in this regulation and all such forms as 
amended from time to time shall be a part of this regulation. 
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APPENDIX 


Section 11(k) of the Federal Reserve Act, as amended by the Acts 
of Congress approved September 26, 1918, June 26, 1930, and August 
23, 1935, provides as follows: 

The Board of Governors of the Federal Reserve System shall be 


authorized and empowered: 
* * % * * * 


(k) To grant by special permit to national banks applying 
therefor, when not in contravention of State or local law, the 
right to act as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics, or in any other fiduciary capacity in which 
State banks, trust companies, or other corporations which come 
into competition with national banks are permitted to act under 
the laws of the State in which the national bank is located. 

Whenever the laws of such State authorize or permit the exercise 
of any or all of the foregoing powers by State banks, trust com- 
panies, or other corporations which compete with national banks, 
the granting to and the exercise of such powers by national banks 
shall not be deemed to be in contravention of State or local law 
within the meaning of this Act. 

National banks exercising any or all of the powers enumerated 
in this subsection shall segregate all assets held in any fiduciary 
capacity from the general assets of the bank and shall keep a 
separate set of books and records showing in proper detail all 
transactions engaged in under authority of this subsection. The 
State banking authorities may have access to reports of examina- 
tion made by the Comptroller of the Currency insofar as such 
reports relate to the trust department of such bank, but nothing 
in this Act shall be construed as authorizing the State banking 
authorities to examine the books, records, and assets of such bank. 

No national bank shall receive in its trust department deposits 
of current funds subject to check or the deposit of checks, drafts, 
bills of exchange, or other items for collection or exchange pur- 
poses. Funds deposited or held in trust by the bank awaiting 
investment shall be carried in a separate account and shall not be 
used by the bank in the conduct of its business unless it shall first 
set aside in the trust department United States bonds or other 
securities approved by the Board of Governors of the Federal 
Reserve System. 

In the event of the failure of such bank the owners of the funds 
held in trust for investment shall have a lien on the bonds or other 
securities so set apart in addition to their claim against the estate 
of the bank. 

Whenever the laws of a State require corporations acting in a 
fiduciary capacity, to deposit securities with the State authorities 
for the protection of private or court trusts, national banks so 
acting shall be required to make similar deposits and securities 
so deposited shall be held for the protection of private or court 
trusts, as provided by the State law. 
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National banks in such cases shall not be required to execute 
the bond usually required of individuals if State corporations 
under similar circumstances are exempt from this requirement. 

National banks shall have power to execute such bond when 
so required by the laws of the State. 

In any case in which the laws of a State require that a corpora- 
tion acting as trustee, executor, administrator, or in any capacity 
specified in this section, shall take an oath or make an affidavit, 
the president, vice president, cashier, or trust officer of such na- 
tional bank may take the necessary oath or execute the necessary 
affidavit. 

It shall be unlawful for any national banking association to 
lend any officer, director, or employee any funds held in trust 
under the powers conferred by this section. Any officer, director, 
or employee making such loan, or to whom such loan is made, 
may be fined not more than $5,000, or imprisoned not more than 
five years, or may be both fined and imprisoned, in the discretion 
of the court. 

In passing upon applications for permission to exercise the 
powers enumerated in this subsection, the Board of Governors of 
the Federal Reserve System may take into consideration the 
amount of capital and surplus of the applying bank, whether or 
not such capital and surplus is sufficient under the circumstances 
of the case, the needs of the community to be served, and any 
other facts and circumstances that seem to it proper, and may 
grant or refuse the application accordingly: Provided, That no 
permit shall be issued to any national banking association having 
a capital and surplus less than the capital and surplus required 
by State law of State banks, trust companies, and corporations 
exercising such powers. 

Any national banking association desiring to surrender its right 
to exercise the powers granted under this subsection, in order to 
relieve itself from the necessity of complying with the require- 
ments of this subsection, or to have returned to it any securities 
which it may have deposited with the State authorities for the 
protection of private or court trusts, or for any other purpose, 
may file with the Board of Governors of the Federal Reserve Sys- 
tem a certified copy of a resolution of its board of directors sig- 
nifying such desire. Upon receipt of such a resolution, the Board 
of Governors of the Federal Reserve System, after satisfying itself 
that such bank has been relieved in accordance with State law of 
all duties as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics or other fiduciary, under court, private, or other 
appointments previously accepted under authority of this sub- 
section, may, in its discretion, issue to such bank a certificate 
certifying that such bank is no longer authorized to exercise the 
powers granted by this subsection. Upon the issuance of such a 
certificate by the Board of Governors of the Federal Reserve Sys- 
tem, such bank (1) shall no longer be subject to the provisions 
of this subsection or the regulations of the Board of Governors 
of the Federal Reserve System made pursuant thereto, (2) shall 
be entitled to have returned to it any securities which it may have 
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deposited with the State authorities for the protection of private 
or court trusts, and (8) shall not exercise thereafter any of the 
powers granted by this subsection without first applying for and 
obtaining a new permit to exercise such powers pursuant to the 
provisions of this subsection. The Board of Governors of the 
Federal Reserve System is authorized and empowered to pro- 
mulgate such regulations as it may deem necessary to enforce 
compliance with the provisions of this subsection and the proper 
exercise of the powers granted therein. 


Sections 1 and 8 of the Act of Congress approved November 7, 1918, 
as amended by the Acts of Congress approved February 25, 1927, 
June 16, 1933, and August 28, 1935, provide in part as follows: 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress Assembled, That any two or 
more national banking associations located within the same State, 
county, city, town, or village may, with the approval of the Comp- 
troller of the Currency, consolidate into one association under the 
charter of either existing banks, on such terms and conditions as 
may be lawfully agreed upon by a majority of the board of 
directors of each association proposing to consolidate, and be 
ratified and confirmed by the affirmative vote of the shareholders 
of each such association owning at least two-thirds of its capital 
stock outstanding, * * *. 


% * * * % * * 


Sec. 3. That any bank incorporated under the laws of any State, 
or any bank incorporated in the District of Columbia, may be 
consolidated with a national banking association located in the 
same State, county, city, town, or village under the charter of such 
national banking association on such terms and conditions as 
may be lawfully agreed upon by a majority of the board of direc- 
tors of each association or bank proposing to consolidate, and 
which agreement shall be ratified and confirmed by the affirma- 
tive vote of the shareholders of each such association or bank 
owning at least two-thirds of its capital stock outstanding, or by 
a greater proportion of such capital stock in the case of such 
State bank if the laws of the State where the same is organized so 
require, * * *. Upon such a consolidation, or upon a consolidation 
of two or more national banking associations under section 1 of 
this Act, the corporate existence of each of the constituent banks 
and national banking associations participating in such consoli- 
dation shall be merged into and continued in the consolidated 
national banking association and the consolidated association 
shall be deemed to be the same corporation as each of the con- 
stituent institutions. All the rights, franchises, and interests of 
each of such constituent banks and national banking associations 
in and to every species of property, real, personal, and mixed, and 
choses in action thereto belonging, shall be deemed to be trans- 
ferred to and vested in such consolidated national banking asso- 
ciation without any deed or other transfer; and such consolidated 
national banking association, by virtue of such consolidation and 
without any order or other action on the part of any court or 
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>) otherwise, shall hold and enjoy the same and all rights of prop- 
erty, franchises, and interests, including appointments, designa- 
tions, and nominations and all other rights and interests as 
trustee, executor, administrator, registrar of stocks and bonds, 
guardian of estates, assignee, receiver, committee of estates of 
lunatics and in every other fiduciary capacity, in the same manner 
and to the same extent as such rights, franchises, and interests 
were held or enjoyed by any such constituent institution at the 
time of such consolidation: Provided, however, That where any 
such constituent institution at the time of such consolidation was 

y acting under appointment of any court as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, 
assignee, receiver, committee of estates of lunatics or in any other 
fiduciary capacity, the consolidated national banking association 
shall be subject to removal by a court of competent jurisdiction 
in the same manner and to the same extent as was such constituent 
corporation prior to the consolidation, and nothing herein con- 
tained shall be construed to impair in any manner the right of any 
court to remove such a consolidated national banking association 
and to appoint in lieu thereof a substitute trustee, executor, or 
other fiduciary, except that such right shall not be exercised in 
such a manner as to discriminate against national banking asso- 
ciations, nor shall any such consolidated association be removed 
solely because of the fact that it is a national banking associa- 
oie ONE 


The Act of Congress approved May 1, 1886, provides in part as 
follows: 


Sec. 2. That any national banking association may change its 
name or the place where its operations of discount and deposit 
are to be carried on, to any other place within the same State, not 
more than thirty miles distant with the approval of the Comp- 
troller of the Currency, by the vote of shareholders owning two- 
thirds of the stock of such association. A duly authenticated 
notice of the vote and of the new name or location selected shall 
be sent to the office of the Comptroller of the Currency; but no 
change of name or location shall be valid until the Comptroller 
shall have issued his certificate of approval of the same. 

Sec. 3. That all debts, liabilities, rights, provisions, and powers 
of the association under its old name shall devolve upon and 
inure to the association under its new name. 

Sec. 4. That nothing in this act contained shall be so con- 
strued as in any manner to release any national banking associa- 
tion under its old name or at its old location from any liability, or 
affect any action or proceeding in law in which said association 
may be or become a party or interested. 


There are printed below certain provisions of the Internal Revenue 
Code which are pertinent to some of the subject matter of this regula- 
tion. 

SEC. 169. COMMON TRUST FUNDS. 


(a) Derrnitions.—The term “common trust fund” means a 
fund maintained by a bank (as defined in section 104) — 
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(1) exclusively for the collective investment and reinvest- 
ment of moneys contributed thereto by the bank in its capacity 
as a trustee, executor, administrator, or guardian; and 

(2) in conformity with the rules and regulations, prevailing 
from time to time, of the Board of Governors of the Federal 
Reserve System pertaining to the collective investment of 
trust funds by national banks. 


(b) Taxation or Common Trust Funps—A common trust 
fund shall not be subject to taxation under this chapter, subchap- 
ters A or B of chapter 2, or section 105 or 106 of the Revenue Act 
of 1935, 49 Stat. 1017, 1019, or chapter 6 and for the purposes of 
such chapters and subchapters shall not be considered a corpora- 
tion. 


(c) INCOME OF PARTICIPANTS IN FuND— 


(1) Inctusions 1n Net INcome.—Each participant in the 
common trust fund in computing its net income shall include, 
whether or not distributed and whether or not distributable— 

(A) As a part of its short-term capital gains or losses, 
its proportionate share of the net short-term capital gain 
or loss of the common trust fund; 

(B) As a part of its long-term capital gains or losses, 
its proportionate share of the net long-term capital gain 
or loss of the common trust fund; 

(C) Its proportionate share of the ordinary net in- 
come or the ordinary net loss of the common trust fund, 
computed as provided in subsection (d). 

(2) Crepir ror PartraLLy Exempt INtTEREST.—The pro- 
portionate share of each participant in the amount of interest 
specified in section 25 (a) received by the common trust fund 
shall for the purposes of this Supplement be considered as 
having been received by such participant as such interest. 


(d) CompuTAaTION oF ComMON Trust FuNb INcomE.—The net 
income of the common trust fund shall be computed in the same 
manner and on the same basis as in the case of an individual, 
except that— 

(1) There shall be segregated the short-term capital gains 
and losses and the long-term capital gains and losses, and 
the net short-term capital gain or loss and the net long-term 
capital gain or loss shall be computed; 

(2) After excluding all items of either short-term or long- 
term capital gain or loss, there shall be computed— 

(A) An ordinary net income which shall consist of the 
excess of the gross income over the deductions; or _ 

(B) An ordinary net loss which shall consist of the 
excess of the deductions over the gross income; 

(3) The so-called “charitable contribution” deduction al- 
lowed by section 23 (0) shall not be allowed. 


(e) ADMISSION AND WITHDRAWAL.—No gain or loss shall be 
realized by the common trust fund by the admission or with- 
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drawal of a participant. The withdrawal of any participating 
interest by a participant shall be treated as a sale or exchange of 
such interest by the participant. 


(f) Rerurns By Banx.—Every bank (as defined in section 104) 
maintaining a common trust fund shall make a return under oath 
for each taxable year, stating specifically, with respect to such 
fund, the items of gross income and the deductions allowed by this 
chapter, and shall include in the return the names and addresses 
of the participants who would be entitled to share in the net in- 
come if distributed and the amount of the proportionate share 
of each participant. The return shall be sworn to as in the case 
of a return filed by the bank under section 52. 


(g) DrrreRENT TAXABLE YEARS OF ComMMON Trust FUND AND 
ParTICIPANT.—If the taxable year of the common trust fund is 
different from that of a participant, the inclusions with respect to 
the net income of the common trust fund, in computing the net 
income of the participant for its taxable year shall be based upon 
the net income of the common trust fund for any taxable year of 
the common trust fund (whether beginning on, before, or after 
January 1, 1939) ending within or with the taxable year of the 
participant. 


SEC. 104. BANKS AND TRUST COMPANIES. 


(a) Dertnrrion.—As used in this section the term “bank” means 
a bank or trust company incorporated and doing business under 
the laws of the United States (including laws relating to the Dis- 
trict of Columbia), of any State, or of any Territory, a substantial 
part of the business of which consists of receiving deposits and 
making loans and discounts, or of exercising fiduciary powers simi- 
lar to those permitted to national banks under section 11(k) of 
the Federal Reserve Act, 38 Stat. 262 (U.S. C., Title 12, § 248 K), 
as amended, and which is subject by law to supervision and ex- 
amination by State, Territorial or Federal authority having super- 
vision over banking institutions. 


A STATEMENT OF PRINCIPLES OF TRUST INSTITUTIONS 


This statement was adopted by the Executive Committee of the 
Trust Division, American Bankers Association on April 10, 1933, and 
approved by the Executive Council of the American Bankers Asso- 
ciation on April 11, 1933. 


FOREWORD 


This Statement of Principles has been formulated in order that the 
fundamental principles of institutions engaged in trust business may be 
restated and thereby become better understood and recognized by the 
public, as well as by trust institutions, themselves, and in order that 
it may serve as a guide for trust institutions. _ 

‘In the conduct of their business trust institutions are governed by 
the cardinal principle that is common to all fiduciary relationships— 
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namely, fidelity. Policies predicated upon this principle have for their 
objective its expression in terms of safety, good management, and per- 
sonal service. Practices developed under these policies are designed 
to promote efficiency in administration and operation. 

The fact that the services performed by trust institutions have be- 
come an integral part of the social and economic structure of the 
United States makes the principles of such institutions a matter of 
public interest. 


ARTICLE I 
DEFINITION OF TERMS 


Section 1. Trust Institutions.—Trust institutions are corporations 
engaged in trust business under authority of law. They embrace not 
only trust companies that are engaged in trust business exclusively but 
also trust departments of other corporations. 

Section 2. Trust Business.—Trust business is the business of settling 
estates, administering trusts and performing agencies in all appropriate 
cases for individuals; partnerships; associations; business corpora- 
tions; public, educational, social, recreational, and charitable institu- 
tions; and units of government. It is advisable that a trust institu- 
tion should limit the functions of its trust department to such services. 


ARTICLE II 
ACCEPTANCE OF TRUST BUSINESS 


A trust institution is under no obligation, either moral or legal, to 
accept all business that is offered. 

Section 1. Personal Trust Business.—With respect to the acceptance 
of personal trust business the two determining factors are these: Is 
trust service needed, and can the service be rendered properly? In 
personal trusts and agencies, the relationship is private, and the trust 
institution is responsible to those only who have or may have a 
financial interest in the account. 

Section 2. Corporate Trust Business.—In considering the acceptance 
of a corporate trust or agency the trust institution should be satisfied 
that the company concerned is in good standing and that the enterprise 
is of a proper nature. 


ARTICLE III 
ADMINISTRATION OF TRUST BUSINESS 


Section 1. Personal Trusts.—In the administration of its personal 
trust business, a trust institution should strive at all times to render 
unexceptionable business and financial service, but it should also be 
careful to render equally good personal service to beneficiaries. The 
first duty of a trust institution 1s to carry out the wishes of the creator 
of a trust as expressed in the trust instrument. Sympathetic, tactful, 
personal relationships with immediate beneficiaries are essential to the 
performance of this duty, keeping in mind also the interests of ulti- 
mate beneficiaries. It should be the policy of trust institutions that 
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all personal trusts should be under the direct supervision of and that 
beneficiaries should be brought into direct contact with the administra- 
tive or senior officers of the trust department. 

Section 2. Confidential Relationships.—Personal trust service is of a 
confidential nature and the confidences reposed in a trust department 
by a customer should never be revealed except when required by law. 

Section 3. Fundamental Duties of Trustees.—It is the duty of a 
trustee to administer a trust solely in the interest of the beneficiaries 
without permitting the intrusion of interests of the trustee or third 
parties that may in any way conflict with the interests of the trust; 
to keep and render accurate accounts with respect to the administra- 
tion of the trust; to acquaint the beneficiaries with all material facts 
in connection with the trust; and, in administering the trust, to exer- 
cise the care a prudent man familiar with such matters would exercise 
as trustee of the property of others, adhering to the rule that the trus- 
tee is primarily a conserver. 

Section 4. Corporate Trust Business.—In the administration of cor- 
porate trusts and agencies the trust institution should render the same 
fine quality of service as it renders in the administration of personal 
trusts and agencies. Promptness, accuracy, and protection are funda- 
mental requirements of efficient corporate trust service. The terms 
of the trust instrument should be carried out with scrupulous care and 
with particular attention to the duties imposed therein upon the 
trustee for the protection of the security-holders. 


ARTICLE IV 
OPERATION OF TRUST DEPARTMENTS 


Section 1. Separation of Trust Properties.—The properties of each 
trust should be kept separate from those of all other trusts and sep- 
arate also from the properties of the trust institution itself. 

Section 2. Investment of Trust Funds.—The investment function of 
a trustee is care and management of property, not mere safekeeping 
at one extreme or speculation at the other. A trust institution should 
devote to its trust investments all the care and skill that it has or can 
reasonably acquire. The responsibility for the investment of trust 
funds should not be reposed in an individual officer or employee of a 
trust department. All investments should be made, retained or sold 
only upon the authority of an investment committee composed of 
capable and experienced officers or directors of the institution. 

When the trust instrument definitely states the investment powers 
of the trustee, the terms of the instrument must be followed faithfully. 
If it should become unlawful or impossible or against public policy to 
follow literally the terms of the trust instrument, the trustee should 
promptly seek the guidance of the court about varying or interpreting 
the terms of the instrument and should not act on its own respon- 
sibility in this respect except in the face of an emergency, when the 
guidance of the court beforehand could not be obtained. If the trust 
instrument is silent about trust investments or if it expressly leaves the 
selection and retention of trust investments to the judgment and dis- 
cretion of the trustee, the latter should be governed by considerations 
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of the safety of principal and dependability of income and not by hope 
or expectation of unusual gain through speculation. However, a trus- 
tee should not be content with safety of principal alone to the dis- 
regard of the reasonable income requirements of the beneficiaries. 

It is a fundamental principle that a trustee should not have any 
personal financial interest, direct or indirect, in the trust investments, 
bought for or sold to the trusts of which it is trustee, and that it should 
not purchase for itself any securities or other property from any of its 
trusts. Accordingly, it follows that a trust institution should not buy 
for or sell to its estates or trusts any securities or other property in 
which it, or its affiliate, has any personal financial interest, and should 
not purchase for itself, or its affiliate, any securities or other property 
from its estates or trusts. 


ARTICLE V 
COMPENSATION FOR TRUST SERVICE 


Section 1.—A trust institution is entitled to reasonable compensation 
for its services. Compensation should be determined on the basis of 
the cost of the service rendered and the responsibilities assumed. 
Minimum fees in any community for trust services should be uniform 
and applied uniformly and impartially to all customers alike. 


ARTICLE VI 
PROMOTIONAL EFFORT 


Section 1. Advertising.—A trust institution has the same right as 
any other business enterprise to advertise its trust services in appro- 
priate ways. Its advertisements should be dignified and not overstate 
or overemphasize the qualifications of the trust institutions. There 
should be no implication that legal services will be rendered. There 
should be no reflection, expressed or implied, upon other trust institu- 
tions or individuals, and the advertisements of all trust institutions 
should be mutually helpful. 

Section 2. Personal Representation.—The propriety of having per- 
sonal representatives of trust departments is based upon the same prin- 
ciple as that of advertising. Trust business is so individual and dis- 
tinctive that the customer cannot always obtain from printed matter 
all he wishes to know about the protection and management the trust 
institution will give his estate and the services it will render his 
beneficiaries. 

Section 3. New Trust Department.—A corporation should not enter 
the trust field except with a full appreciation of the responsibilities 
involved. A new trust department should be established only if there 
is enough potential trust business within the trade area of the institu- 
tion to justify the proper personnel and equipment. 

Section 4, Entering Corporate Trust Field.—Since the need for trust 
and agency services to corporations, outside of the centers of popula- 
tion, is much more limited than is that of trust and agency services to 
individuals, a trust institution should hesitate to enter the corporate 
trust or agency field unless an actual demand for such services is 
evident, and the institution is specially equipped to render such service. 
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ARTICLE VII 


RELATIONSHIPS 


Section 1. With Public.—Although a trust department is a distinctly 
private institution in its relations with its customers, it is affected with 
a public interest in its relations with the community. In its relations 
with the public a trust institution should be ready and willing to give 
full information about its own financial responsibility, its staff and 
equipment, and the safeguards thrown around trust business. 

Section 2. With Bar.—Attorneys-at-law constitute a professional 
group that perform essential functions in relation to trust business, 
and have a community of interest with trust institutions in the com- 
mon end of service to the public. The maintenance of harmonious 
relations between trust institutions and members of the bar is in the 
best interests of both, and of the public as well. It is a fundamental 
principle of this relationship that trust institutions should not engage 
in the practice of law. 

Section 3. With Life Underwriters.—Life underwriters also consti- 
tute a group having a community of interest with trust institutions in 
the common purpose of public service. Cooperation between trust 
institutions and life underwriters is productive of the best mutual 
service to the public. It is a principle of this cooperation that trust 
institutions should not engage in the business of selling life insurance. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should 
be addressed to the Federal Reserve Bank of 
the district in which the inquiry arises. 
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REGULATION F 


As amended effective June 1, 1940 


TRUST POWERS OF NATIONAL BANKS 


AUTHORITY FOR REGULATION 


This regulation is issued under authority of the provisions of section 
11(k) of the Federal Reserve Act, as amended, which, together with 
related provisions of law, are published in the Appendix hereto. 


SECTION 1. APPLICATIONS 

A national bank desiring to exercise any or all of the powers author- 
ized by section 11(k) of the Federal Reserve Act, as amended, shall 
make application to the Board of Governors of the Federal Reserve 
System for a special permit authorizing such national bank to exercise 
such powers. If the applying bank is not authorized to exercise any of 
such powers, the application should be made on Form 61; and if the 
applying bank is authorized to exercise one or more but not all of such 
powers, the application should be made on Form 61b. 

In the case of the organization of a new national bank, the conver- 
sion of a State bank or trust company into a national bank, or the 
consolidation of two or more national banks or of a State bank or 
trust company with a national bank under the charter of the latter, 
when none of the national banks involved in such consolidations is 
authorized to exercise trust powers, application for such a permit may 
be made in advance on behalf of the new, converted or consolidated 


national bank, and the permit may be issued simultaneously with the 


consummation of such organization, conversion or consolidation. Such 
application may be made by the organizers in the case of a new 
national bank, by the State bank or trust company in the case of a 
conversion, and by the national bank the charter of which is to be 
retained in the case of a consolidation. 

Each application made under the provisions of this section shall be 
executed and forwarded in duplicate, together with duplicate copies of 
any documents containing any information submitted with the appli- 
cation, to the Federal Reserve Bank of the district in which the apply- 
ing bank is located. 


SECTION 2. CONSIDERATION OF APPLICATIONS 
In passing upon an application for permission to exercise the fiduci- 
ary powers authorized by section 11(k) of the Federal Reserve Act, 
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as amended, the Board of Governors of the Federal Reserve System 
will give special consideration to the following matters: 


(a) Whether, under the provisions of section 11(k) of the Fed- 
eral Reserve Act, as amended, the bank has sufficient capital and 
surplus to render it eligible to receive permission to exercise the 
fiduciary powers applied for and whether the granting of any or 
all of such powers would be in contravention of State or local law; 

(b) The needs of the community for trust service of the kind 
applied for and the probable volume of such trust business avail- 
able to the bank; . 

(c) The general condition of the bank, particularly the ade- 
quacy of its net capital and surplus funds in relation to the char- 
acter and condition of its assets and to its deposit liabilities and 
other corporate responsibilities, including the proposed exercise of 
trust powers; 

(d) The general character and ability of the management of 
the bank; 

(e) The nature of the supervision to be given to the proposed 
trust activities, including the qualifications and experience of the 
members of the proposed trust investment committee; 

(f) The qualifications, experience and character of the, pro- 
posed executive officer or officers of the trust department; 

(g) Whether the bank has available competent legal counsel to 
advise and pass upon trust matters whenever necessary; and 

(h) Any other facts and circumstances that seem to it proper. 


SECTION 3. CONSOLIDATION OF TWO OR MORE NATIONAL BANKS 


Where two or more national banks consolidate under the provisions 
of the Act of Congress approved November 7, 1918,1 as amended, and 
any one of such banks has, prior to such consolidation, received a 
permit from the Board of Governors of the Federal Reserve System to 
act in fiduciary capacities which is in force at the time of the con- 
solidation, the rights existing under such permit pass by operation of 
law to the consolidated bank and the consolidated bank may act in 
such fiduciary capacities in the same manner and to the same extent 
as the bank to which such permit was originally issued; and no new 
application to continue to act in such capacities is necessary. How- 
ever, in order that the records of the consolidated bank may be com- 
plete and that it may have convenient evidence of its right to exercise 
trust powers, the Board, upon receipt of advice from the Comptroller 
of the Currency that the consolidation has been consummated, will 
issue a certificate to the consolidated bank showing its right to exer- 





1 Applicable provisions of the Act of Congress approved November 7, 1918, as amended, are 
printed in the Appendix to this regulation. 
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cise the trust powers theretofore granted by the Board to any of the 
national banks taking part in the consolidation. 


SECTION 4. CONSOLIDATION OF STATE BANK WITH NATIONAL BANK 
Section 3 of the Act of Congress approved November 7, 1918,? as 
amended, authorizes any bank, trust company, savings bank, or other 
banking institution incorporated under the laws of any State or in the 
District of Columbia to be consolidated directly with a national bank 
located in the same State, county, city, town, or village under the 
charter of such national bank, and provides in effect that, when such 
consolidation is consummated, the consolidated national bank shall 
succeed to the specific fiduciary appointments, designations and nom- 
inations of the State institution at the time of the consolidation. It 
is not necessary for the national bank to have a permit from the 
Board of Governors of the Federal Reserve System in order to admin- 
ister the specific trusts to which it thus succeeds, but the provision 
does not confer upon the consolidated national bank the right to act 
generally in fiduciary capacities or to undertake any other trust busi- 
ness. Unless the national bank already has a permit from the Board 
of Governors of the Federal Réserve System to act in fiduciary capac- 
ities which is in force at the time of the consolidation, it will be 
necessary for the bank to obtain such a permit before undertaking to 
act generally in fiduciary capacities or to accept any other trust 
business. 
SECTION 5. CHANGE OF NAME 
If a national bank has received a permit from the Board of Gov- 
ernors of the Federal Reserve System to act in fiduciary capacities 
and subsequently, while the permit is in force, changes its name under 
the provisions of the Act of Congress approved May 1, 1886,° it is not 
necessary for the bank to make a new application to continue to act 
in such capacities. However, in order that the records of the bank 
may be complete and that it may have convenient evidence of its right 
to exercise trust powers under its new name, the Board, upon receipt 
of advice from the Comptroller of the Currency that such change in 
name has been legally effected, will issue a certificate to it under such 
new name evidencing its right to exercise the trust powers previously 
granted to it under its old name. 


SECTION 6. TRUST DEPARTMENT MANAGEMENT 
(a) Separate trust department.—Every national bank which obtains 
permission from the Board of Governors of the Federal Reserve System 
to act in a fiduciary capacity shall, before undertaking to act in such 





2 Section 3 of the Act of Congress approved November 7, 1918, as amended, is printed in the 


Appendix to this regulation. 
3 The applicable provisions of the Act of Congress approved May 1, 1886, are printed in the 


Appendix to this regulation. 
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capacity, establish a trust department which shall be separate and 
apart from every other department of the bank. 

(6) Directors’ supervision of trust department.—The board of 
directors is responsible for the investment of trust funds by the bank, 
the disposition of trust investments, the supervision of the trust de- 
partment, the determination of the policies of such department and 
for the review of the actions of all committees appointed by the board 
of directors for the conduct of the trust department. The acceptance 
of all trusts shall be approved by the board of directors or a com- 
mittee appointed by such board, and the closing out or relinquish- 
ment of all trusts shall be approved or ratified by the board of direc- 
tors or a committee appointed by such board; and such committee 
or committees shall be composed of capable and experienced officers 
or directors of the bank. Any such approval or ratification shall be 
recorded in the minutes of the board of directors or of such committee 
as the case may be. 

(c) Trust investment committee.—Before any such national bank 
undertakes to act in any fiduciary capacity, the board of directors of 
the bank shall appoint a trust investment committee which shall be 
composed of at least three members, who shall be capable and experi- 
enced officers or directors of the bank.* All investments of trust funds 
by the trust department of every such national bank shall be made, 
retained or disposed of only with the approval of the trust investment 
committee; and such committee shall keep minutes of all its meetings, 
showing the disposition of all matters considered and passed upon by 
it. Such committee shall, at least once during each period of twelve 
months, review all the assets held in or for each fiduciary account to 
determine their safety and current value and the advisability of retain- 
ing or disposing of them; and a report of all such reviews, together 
with the action taken as a result thereof, shall be noted in the minutes 
of the trust investment committee. Such committee may have such 
additional duties relating to the trust department as may be prescribed 
by the board of directors. 

(d) Executive. officer.—Before any such national bank undertakes 
to act in any fiduciary capacity, its trust department shall be placed 
under the management and immediate supervision of an executive 
officer or officers qualified and competent to administer trusts, and the 
duties of such officer or officers shall be prescribed by the board of 
directors of the bank. Such duties shall be evidenced by the by-laws 
of the bank or by a resolution duly adopted by and entered in the 





4It is contemplated that there shall be a committee the members of which shall have a con- 
tinuity of responsibility for the discharge of the duties of the committee. However, alternates 
appointed by the board of directors may serve in place of regular members of the committee 
who are unable to serve on account of vacations, illness, or other good and sufficient reasons if 


the minutes of the committee show the reason for the service of such alternate in place of the 


regular member. 
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minutes of the board of directors. All officers and other persons taking 
part in the operation of the trust department shall be adequately 
bonded. 

(e) Competent legal counsel—Every such national bank shall 
designate, employ or retain competent legal counsel who shall be 
readily available to pass upon trust matters and to advise with the 
bank and its trust department; but the bank shall not engage in the 
practice of law. 

(f) Principles of trust institutions.—Every such national bank shall 
conform to sound principles in the operation of its trust department.® 


SECTION 7. BOOKS AND ACCOUNTS 


(a) In general.—Every national bank which has received permis- 
sion from the Board of Governors of the Federal Reserve System to 
exercise fiduciary powers shall keep the books and records of the trust 
department separate and distinct from other records of the bank. All 
trust accounts opened shall be so kept as to enable the national bank 
to furnish such information or reports with respect thereto as may be 
required by the Comptroller of the Currency or the Board of Gov- 
ernors of the Federal Reserve System. The records of the trust depart- 
ment shail contain full information relating to each trust. 

(b) Record of pending litigation.—Every such national bank shall 
‘keep an adequate record of all litigation pending against it in connec- 
tion with its administration of any trust. 


SECTION 8 EXAMINATIONS OF TRUST DEPARTMENT 


In addition to examinations by examiners appointed by the Comp- 
troller of the Currency ® or designated by the Board of Governors of 
the Federal Reserve System, a-committee of directors, exclusive of any 
active officers of the bank, shall, at least once during each period of 
twelve months, make suitable audits of the trust department or cause 
suitable audits of such department to be made by auditors responsible 
only to the board of directors, and shall, likewise at least once during 
each period of twelve months, ascertain by thorough examination made 
or caused to be made by such committee— 


(1) Whether a review of all the assets in each trust as to their 
safety and current value and the advisability of retaining or dis- 


5 The Statement of Principles of Trust Institutions approved by the Executive Council of the 
American Bankers Association under date of April 11, 1933, is included in the Appendix to this 
regulation and is commended to banks operating trust departments. ; 

6 Section 11(k) of the Federal Reserve Act, as amended by the Banking Act of 1935, approved 
August 23, 1935, provides that ‘““The State banking authorities may have access to reports of 
examination made by the Comptroller of the Currency in so far as such reports relate to the 
trust department of such bank, but nothing in this Act shall be construed as authorizing the 
State banking authorities to examine the books, records, and assets of such bank.’’ 

While this provision denies to the State banking authorities the right to examine the trust 
department of any national bank without the bank’s consent, it does not prohibit the bank from 
permitting an inspection of its records by any one it desires. 
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posing of them has been made in accordance with section 6(c) of 
this regulation; 

(2) Whether trust funds awaiting investment or distribution 
have been held uninvested or undistributed any longer than was 
reasonably necessary. 


Such committee shall promptly make a full report of such audits and 
examination, in writing, to the board of directors of the bank, together 
with a recommendation as to the action, if any, which may be neces- 
sary to correct any unsatisfactory conditions. The board of directors 
shall give due consideration to such report and recommendation, 
together with the latest report of examination by the Comptroller of 
the Currency or examiners designated by the Board of Governors of 
the Federal Reserve System’ furnished to the bank, and shall take 
such steps as are appropriate to correct any criticized matters. A 
report of the audits and examination required under this section, 
together with the action taken thereon, shall be noted in the minutes 
of the board of directors; and such report shall be made a part of the 
records of the bank. 


SECTION 9. TRUST FUNDS AWAITING INVESTMENT OR DISTRIBUTION 


(a) In general.—Funds received or held by a national bank as 
fiduciary awaiting investment or distribution shall not be held unin- 
vested or undistributed by the bank any longer than is reasonably 
necessary. 

(6) Use in conduct of business of trustee bank.—Funds received or 
held by a-national bank as fiduciary awaiting investment or distribu- 
tion shall not be used by the bank in the conduct of its business, unless 
the bank, under authorization by its board of directors, first delivers 
to the trust department, as collateral security— 


(1) Bonds, notes, bills, certificates of indebtedness or other 
direct obligations of the United States, or obligations fully guar- 
anteed by the United States as to principal and interest; or 

(2) Other readily marketable securities of the classes in which 
State trust companies or State banks exercising trust powers are 
authorized or permitted to invest trust funds under the laws of 
the State in which such national bank is located; or 

(3) Other readily marketable securities of the classes defined 





7 This does not relieve the board of directors of any responsibility for prormpt consideration of, 
and action on, matters criticized in the latest report of examination by the Comptroller of the 
Currency or the Board of Governors of the Federal Reserve System furnished to the bank or 
for the prompt consideration and action on any matter coming to the attention of the board of 
directors from any other source which requires action for the protection of parties at interest. 


( 
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as “investment securities” pursuant to section 5136 of the Revised 
Statutes of the United States, as amended.® 


The securities so deposited as collateral shall be owned by the na- 
tional bank and shall at all times be at least equal in market value to 
the amount of the trust funds so used in the conduct of the bank’s 
business.° 

SECTION 10. INVESTMENT OF TRUST FUNDS 


(a) Private trusts.—Funds received or held by a national bank as 
fiduciary shall, with the approval of the trust investment committee 
and subject to the rules of law applicable to fiduciaries, be invested 
promptly and in strict accordance with the will, deed or other instru- 
ment creating the trust. When the instrument creating the trust con- 
tains provisions expressly authorizing the bank, its officers or its di- 
rectors to exercise a discretion in the matter, funds received or held 
in trust shall be invested only with the approval of the trust investment 
committee. When such instrument does not specify the character or 


class of investments to be made and does not expressly vest in the 


bank, its officers or its directors a discretion in the matter, funds 
received or held in trust shall be invested, with the approval of the 
trust investment committee, in any investments in which corporate or 
individual fiduciaries in the State in which the bank is acting may 
lawfully invest. 

(6) Court trusts.—A national bank acting in any fiduciary capacity 
under appointment by a court of competent jurisdiction shall, subject 
to the supervision of the trust investment committee, make all invest- 
ments of funds received or held by it in trust under an order of that 
court, and copies of all such orders shall be filed and preserved with 
the records of the trust department of the bank. If the court order 
vests a discretion in the bank to invest funds received or held by it in 
trust, or if, under the laws of the State in which the bank is acting, 
corporate fiduciaries appointed by the court are permitted to exercise 


8 Section 5136 of the Revised Statutes of the United States, as amended, provides that as used 
in that section ‘‘the term ‘investment securities’ shall mean marketable obligations evidencing 
indebtedness of any person, copartnership, association, or corporation in the form of bonds, 
notes, and/or debentures commonly known as investment securities under such further definition 
of the term ‘investment securities’ as may by regulation be prescribed by the Comptroller of 
the Currency’’; and a copy of the regulation prescribed by the Comptroller under the authority 
of section 5136 may be obtained upon request made to his office. 

® Section 11(k) of the Federal Reserve Act, as amended, requires that the national bank shall 
set aside in the trust department ‘‘United States bonds or other securities approved by the Board 
of Governors of the Federal Reserve System.’’ This subsection of this regulation is intended as 
a general approval by the Board of all securities which comply with the requirements thereof 
and the Board will not give specific approval to any particular securities. 

If a national bank desires to substitute securities for securities already deposited in the trust 
department as collateral for trust funds used in the conduct of the business of such bank, such 
a substitution may be made provided the substituted securities comply with the requirements of 
this subsection and the substituted securities and other securities so deposited as collateral at all 
times are at least equal in market value to the amount of trust funds so used in the conduct 
of the bank’s business. 
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such a discretion, the bank, with the approval of the trust investment 
committee, shall invest such funds in any investments in which corpo- 
rate or individual fiduciaries in the State in which the bank is acting 
may lawfully invest. 

(c) Collective investment of trust '° funds.—Funds received or held 
by a national bank as fiduciary shall not be invested collectively ™ 
except as permitted in section 17 of this regulation. 


SECTION 11. PURCHASE OR SALE OF TRUST ASSETS TO OR FROM TRUSTEE BANK 
OR ITS DIRECTORS, OFFICERS OR EMPLOYEES ” 

(a) Obligations of trustee bank or its directors, officers, ete.—Funds 
received or held by a national bank as fiduciary shall not be invested 
in stock or obligations of, or property acquired from, the bank or its 
directors, officers, or employees, or their interests,!* or in stock or obli- 
gations of, or property acquired from, affiliates of the bank. 

(6) Sale or transfer of trust assets to trustee bank or its directors, 
ofiicers, etc.—Trust assets shall not be sold or transferred to the na- 
tional bank, to its directors, officers, or employees, or their interests,!° 
or to affiliates of the bank, except that, in cases in which the bank has 
been advised by its counsel in writing that it has incurred a contingent 
or potential liability to a trust and desires to relieve itself from such 
liability, such a sale or transfer may be made with the approval of the 
board of directors; provided that in all such cases the bank, upon the 
consummation of the sale or transfer, shall reimburse the trust involved 
in cash or other acceptable assets. 

(c) Dealings between trust accounts.—A national bank acting as 
fiduciary shall not make any advance to any trust from the funds 
belonging to any other trust, except when the making of such advances 
to a designated trust is specifically authorized by the trust instrument 
covering the trust from which such advances are made. 


10 Unless the context otherwise indicates, the term ‘‘trust,’’ as used in this. section or in any 
other part of this regulation, refers to any fiduciary relationship which a national bank is 
authorized to enter into under the provisions of section 11(k) of the Federal Reserve Act. 

11 This does not prevent the bank from investing the funds of several trusts in a single real 
estate loan of the kind which could be made by the bank under the provisions of section 24 of 
the Federal Reserve Act, as amended, if the bank owns no participation in the loan and has no 
interest therein except in its capacity as fiduciary. 

' 13'The requirements of this section shall not be deemed to prohibit the making of any invest- 
ments or the carrying out of any transactions which are expressly required by the instrument 
creating the trust or are specifically authorized by court order. 

18 Under recognized principles of sound practice regarding the handling of trust assets, a trus- 
tee or other fiduciary should not have any interest, direct or indirect, in the assets of a trust 
except as a fiduciary; and the requirements of this section contemplate that the national bank 
will not invest trust funds in the stock or obligations of, or property acquired from, any organi- 
zation in which officers, directors, or employees of the bank have such an interest as might affect 
the exercise of the best judgment of the management of the bank in investing trust funds and 
that the national bank will not sell or transfer trust assets to any organization in which the 
officers, directors, or employees of the bank have such an interest as might affect the exercise 
of the best judgment of the management of the bank in selling or transferring trust assets. 
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SECTION 12. CUSTODY OF TRUST SECURITIES AND INVESTMENTS 


The securities and investments of each trust shall be kept separate 
from the properties of the bank, and the securities and investments 
of each trust also shall be kept separate from those of all other trusts 
except as provided in subsection (c) of section 10 and section 17 of 
this regulation.'* Trust securities and investments shall be placed in 
the joint custody of two or more officers or employees of the bank desig- 
nated for that purpose by the board of directors of the bank; and 
all such officers and employees shall be adequately bonded. 


SECTION 13. DEPOSIT OF SECURITIES WITH STATE AUTHORITIES 


Whenever the laws of a State require corporations acting in a fidu- 
clary capacity to deposit securities with the State authorities for the 
protection of private or court trusts, every national bank in that State 
which obtains permission from the Board of Governors of the Federal 
Reserve System to act in fiduciary capacities shall, before undertaking 
to act in any fiduciary capacity, make a similar deposit of securities 
with the State authorities. If the State authorities refuse to accept 
such a deposit, the securities shall be deposited with the Federal Re- 
serve Bank of the district in which such national bank is located and 
such securities shall be held for the protection of private or court trusts 
with like effect as though the securities had been deposited with the 
State authorities. 


SECTION 14. COMPENSATION OF BANK 


(a) In general.—If the amount of the fee or compensation for act- 
ing in a fiduciary capacity is not regulated by State law or stipulated 
or provided for in the instrument creating the trust, a national bank 
acting in such capacity may charge or deduct not more than a reason- 
able fee or compensation for its services. When the bank is acting in 
a fiduciary capacity under appointment by a court, it may receive such 
fee or compensation as shall be lawfully allowed or approved by that 
court. All income derived from the investment of the funds of a trust, 
less a proper fee or compensation and all other proper charges, shall be 
paid over to, or credited to the account of, such trust. 

(b) Officer or employee of bank as co-fiduciary.—No national! bank 
shall, except with the specific approval of its board of directors, permit 
any of its officers or employees, while serving as such, to retain any 
fee or other compensation for acting as a co-fiduciary with the bank in 
the administration of any trust accepted or undertaken by it. 





14 This does not prevent the bank from investing the funds of severat trusts in a single real 
estate loan of the kind which could be made by the bank under the provisions of section 24 of 
the Federal Reserve Act, as amended, if the bank owns no participation in the loan and has no 
interest therein except as trustee or other fiduciary. 
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SECTION 15. INSOLVENCY OR VOLUNTARY LIQUIDATION OF BANK 


(a) Insolvency.—Whenever a national bank exercising fiduciary 
powers becomes insolvent and a receiver is appointed therefor by the 
Comptroller of the Currency, such receiver shall, pursuant to the in- 
structions of the Comptroller and to the orders of the court or courts 
of appropriate jurisdiction, proceed to close such trusts and estates as 
can be closed promptly and transfer all other trusts and estates to 
properly appointed substitute fiduciaries. 

(6) Voluntary liquidation.—Whenever a national bani exercising. 
fiduciary powers is placed in voluntary liquidation, the liquidating 
agent shall, in accordance with the laws of the State in which such 
national bank is located, proceed at once to liquidate the affairs of 
the trust department as follows: 


1. All court trusts and estates under the jurisdiction of a court 
shall be closed or disposed of as soon as practicable in accordance 
with the orders or instructions of the court having jurisdiction. 

2. All voluntary trusts which can be closed promptly shall be 
closed as soon as practicable and final accounting made therefor. 

3. All other trusts shall be transferred by appropriate legal pro- 
ceedings to properly appointed substitute fiduciaries. 


SECTION 16. SURRENDER OF TRUST POWERS 


(a) Procedure.—Any national bank which has been granted the 
right by the Board of Governors of the Federal Reserve System to 
act in any fiduciary capacity or capacities and which desires to sur- 
render such right shall signify such desire through a resolution duly 
adopted by, and recorded in the minutes of, its board of directors. A 
properly certified copy of such resolution shall be filed with the Fed- 
eral Reserve Bank of the district in which such national bank is located 
and shall be accompanied by (1) a letter stating the reason why, or 
the purpose for which, such national bank wishes to surrender its right 
to exercise trust powers, unless such reason or purpose shall have been 
amply stated in the resolution itself, (2) the permit or permits 
previously issued by the Board to such national bank granting it the 
right to act in any fiduciary capacity, and (3) any certificate or certifi- 
cates previously issued to such national bank by the Board under the 
provisions of sections 3 and 5 of this regulation, except that, in case 
any such permit or certificate shall have been lost or destroyed, an 
affidavit by any officer of such national bank as to such loss or destruc- 
_ tion shall be filed in lieu of such lost or destroyed permit or certificate. 

(6) Words “Trust Company” as part of bank’s title-—Before issuing 
the certificate described in subsection (d) of this section of this regu- 
lation, the Board will require any national bank which desires to sur- 
render its right to exercise trust powers, and which has the words “trust 


REGULATION F 11 


company” as part of its title, to eliminate such words from the title. 
The elimination of such words involving a change in the name of the 
bank is a matter within the jurisdiction of the Comptroller of the 
Currency. Such a national bank, therefore, at the time of the adoption 
of the resolution referred to in subsection (a) of this section of this 
regulation, should communicate with the Comptroller of the Currency 
for advice as to the procedure it will be necessary for it to pursue in 
order to eliminate such words. Advice that such national bank has 
taken this step should be given, in writing, to the Federal Reserve 
Bank at the time of the filing of the documents required by subsection 
(a) of this section of this regulation. 

(c) Examination of trust department.—Upon receipt of the docu- 
ments referred to in subsection (a) of this section of this regulation, 
the Board will request the Comptroller of the Currency, upon the 
occasion of the next regular examination of such national. bank, to 
have one of his examiners make an investigation of the trust depart- 
ment of the bank in order to determine whether the bank, pursuant 
to authority granted to it under section 11(k) of the Federal Reserve 
Act, has actually accepted or undertaken the exercise of any trust; 
and, if so, whether it appears from the records of the trust department 
in the case of each trust so accepted or undertaken— 


(1) That all assets and papers belonging to the trust estate have 
been -delivered by the bank to the person or persons entitled to 
receive them; and 

_(2) That the duties of the bank as fiduciary have been com- 
pletely performed and that the bank has been discharged or other- 
wise properly relieved of all of its duties as fiduciary. 


In exceptional cases, the Board may make, or may request the 
Comptroller of the Currency to make, a special examination of the 
trust department of such national bank in order to obtain the informa- 
tion referred to in this subsection. 

(d) Certificate of Board of Governors of the Federal Reserve Sys- 
tem.—If, upon the basis of the examination referred to in subsection 
(c) of this section of this regulation, the Board shall be satisfied that 
the national bank desiring to surrender its right to exercise trust 
powers has never accepted or undertaken to exercise any trust or that 
its duties as fiduciary have been completely performed and that it 
has been discharged or otherwise properly relieved of all of its duties 
as fiduciary, and if, in the case of a national bank the title of which 
previously had included the words “trust company”, the Board shall 
also be satisfied, from advice received from the Comptroller of the 
Currency, that the bank has properly eliminated these words from its 
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title, the Board may, in its discretion, issue to such national bank a 
certificate certifying that such bank is no longer authorized to exercise 
any of the trust powers conferred upon it by the Board. 


SECTION 17. COMMON TRUST FUNDS 


(a) In general.—Funds received or held by a national bank as 
fiduciary may be invested collectively in any Common Trust Fund 
established and maintained in accordance with the provisions of this 
section whenever the laws of the State in which the national bank is 
located authorize or permit such investments by State banks, trust 
companies, or other corporations which compete with national banks: 
Provided, however, That funds shall not be invested in a Common 
Trust Fund of the type provided for in subsection (d) of this section 
unless such investments are specifically authorized by the State 
statutes. 

As used in this regulation the term “Common Trust Fund” means 
a fund maintained by a national bank exclusively for the collective 
investment and reinvestment of moneys contributed thereto by the 
bank in its capacity as trustee, executor, administrator, or guardian.*® 

The purpose of this section is to permit the use of Common Trust 
Funds, as defined in section 169 of the Internal Revenue Code,’’ for the 
investment of funds held for true fiduciary purposes; and the opera- 
tion of such Common Trust Funds as investment trusts for other than 
strictly fiduciary purposes is hereby prohibited. No bank administer- 
ing a Common Trust Fund shall issue any document evidencing a 
direct or indirect interest in such Common Trust Fund in any form 
which purports to be negotiable or assignable. The trust investment 
committee of a bank operating a Common Trust Fund shall not per- 
mit any funds of any trust to be invested in a Common Trust Fund 
if it has reason to believe that such trust was not created or is not 
being used for bona fide fiduciary purposes. 

Common Trust Funds administered under this section shall be sub- 
ject to the following requirements: 


(1) Assets in a Common Trust Fund shall be considered as 
assets held by the bank as fiduciary ; 

(2) A bank administering a Common Trust Fund shall not 
invest any of its own funds in such Common Trust Fund and if a 


15 Section 11(k) of the Federal Reserve Act provides that, upon the issuance of such a certificate 
by the Board, ‘‘such bank (1) shall no longer be subject to the provisions of this subsection or 
the regulations of the Board of Governors of the Federal Reserve System made pursuant thereto, 
(2) shall be entitled to have returned to it any securities which it may have deposited with the 
State authorities for the protection of private or court trusts, and (3) shall not exercise there- 
after any. of the powers granted by this subsection without first applying for and obtaining a 
new permit to exercise such powers pursuant to the provisions of this subsection.” 

16 As used in this regulation, the term ‘‘guardian’’ means guardian or committee of the estate 
of an infant, incompetent, or absentee, by whatever name known in the State in which a par- 
ticular national bank is located. 

17 For applicable provisions of the Internal Revenue Code, see Appendix. 
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bank, because of a creditor relationship or any other reason, ac- 
quires any interest in a participation in a Common Trust Fund 
under its administration the participation shall be withdrawn on 
the first date on which such withdrawal can be effected in accord- 
ance with the provisions of this section; 

(3) A bank. administering a Common Trust Fund shall not 
have any interest!® in the assets held in such Common Trust 
Fund, other than in its capacity as fiduciary, except to the extent 
permitted for a temporary period as provided in the immediately 

preceding paragraph. 


(6) Common Trust Funds for investment of small amounts.—Sub- 
ject to all other provisions of this regulation except subsections (c) 
and (d) of this section, cash balances received or held by a bank in 
its capacity as trustee, executor, administrator, or guardian, which 
the bank considers to be individually too small to be invested sepa- 
rately to advantage may be invested, with the approval of the trust 
investment committee, in participations in a Common Trust Fund, 
provided the total investment of the funds of any one trust in one or 
more such Common Trust Funds shall not exceed $1,200. 

(c) Common Trust Funds for general investment.—Subject to all 
other provisions of this regulation except subsections (b) and (d) of 
this section, funds received or held by a bank in its capacity as 
trustee, executor, administrator, or guardian may be invested in par- 
ticipations in a Common Trust Fund administered pursuant to the - 
provisions of this subsection. All participations in such a Common 
- Trust Fund shall be on the basis of a proportionate interest in all of 

the assets of the Common Trust Fund. : 


(1) Common Trust Fund to be operated under written plan.— 
Each Common Trust Fund administered by a bank shall be 
established and maintained in accordance with a written plan 
(referred to herein as the Plan) approved by a resolution of the °* 
bank’s board of directors and approved in writing by competent 
legal counsel. The Plan shall provide that the Common Trust 
Fund shall be administered in conformity with the rules and 
regulations, prevailing from time to time, of the Board of Gov- 
ernors of the Federal Reserve System pertaining to the collec- 
tive investment of trust funds by national banks, and shall con- 
tain full and detailed provisions not inconsistent with the pro- . 

~ visions of such rules and regulations as to the manner in which 
the Common Trust Fund is to be operated, including provisions 





18 A bank shall not be deemed to have an interest in assets in which collective investments are 
made merely because of the fact that the bank owns in its own right other stocks, or bonds or 
other obligations of a person, firm, or corporation, the stocks, or bonds or other obligations of 
which are among the assets of a Common Trust Fund. 
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relating to the investment powers of the bank with respect to 
the Common Trust Fund, the allocation of income, profits and 
losses, the terms and conditions governing the admission or with- 
drawal of participations in the Common Trust Fund, the audit- 
ing and settlement of accounts of the bank with respect to the 
Common Trust Fund, the basis and method of valuing assets in 
the Common Trust Fund, the basis upon which the Common 
Trust Fund may be terminated, and such other matters as may 
be necessary to define clearly the rights of participants in the 
Common Trust Fund. A copy of the Plan shall be available 
at the principal office of the bank for inspection, during all bank- 
ing hours, to any person having an interest in a trust any funds 
of which are invested in a participation in the Common Trust 
Fund; and upon reasonable request a copy of the Plan shall be 
furnished to such person. 

(2) Trust investment committee to approve participation.— 
No funds of a trust shall be invested,in a participation in a 
Common Trust Fund without the approval of the trust invest- 
ment committee. Before permitting any funds of any trust 
to be invested in a participation in a Common Trust Fund, 
the trust investment committee shall review the investments 
comprising the Common Trust Fund; and, if it finds that any 
such investment is one in which funds of such trust might not 
lawfully be invested at that time, funds of such trust shall not 
be invested in a participation in such Common Trust Fund. 

At the time of making the first investment of funds of a 
trust in any Common Trust Fund, the bank shall send a notice 
of such investment to each person to whom a regular periodic 
accounting ordinarily would be rendered, except that such notices 
need not be sent to a court unless required by the court, and 
except that such notices need not be sent where the trust mstru- 
ment specifically authorizes investments in Common Trust Funds. 

(3) Common Trust Fund to be audited annually—A bank 
administering a Common Trust Fund shall, at least once during 
each period of twelve months, cause an audit to be made of 
the Common Trust Fund by auditors responsible only to the 
board of directors of the bank. The report of such audit shall 
include a list of the investments comprising the Common Trust 


Fund at the time of the audit which shall show the valuation 


placed on each item on such list by the trust investment com- 
mittee of the bank as of the date of the audit, a statement of 
purchases, sales and any other investment changes and of in- 
come and disbursements since the last audit, and appropriate com- 
ments as to any investments in default as to payment of principal - 
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or interest. The reasonable expenses of any such audit made by 
independent public accountants may be charged to the Common 
Trust Fund. 

The bank shall, without charge, send a copy of the latest report 
of such audit annually to each person to whom a regular periodic 
accounting of the trusts participating in the Common Trust Fund 
ordinarily would be rendered or shall send advice to each such 
person annually that the report is available and that a copy will 
be furnished without charge upon request. 

(4) Value of assets to be determined periodically—Not less 
frequently than once during each period of three months the 
trust investment committee of a bank administering a Common 
Trust Fund shall determine the value of the assets in the 
Common Trust Fund. No participation shall be admitted to . 
or withdrawn from:the Common Trust Fund except on the 
basis of such valuation and on the date of the determination of 
such valuation or, if permitted by the Plan, within two busi- 
ness days subsequent to the date of such determination. No 
participation shall be admitted or withdrawn unless, in accord- 
ance with provisions of the Plan, prior to the date of the deter- 
mination of such valuation, notice of intention to participate or to 
make such withdrawal shall have been given in writing to the bank 
administering the Common Trust Fund, or a written notation of 
the contemplated participation or withdrawal shall have been 
made in the records of the bank. 

(5) Miscellaneous limitations—No funds of any trust shall 


be invested in a participation in a Common Trust Fund if such 


investment would result in such trust having an interest in the 
Common Trust Fund in excess of 10 per cent of the value of the 
assets of the Common Trust Fund, as determined by the trust 
investment committee, or the sum of $25,000, whichever is less 
at the time of investment. If the bank administers more than one 
Common Trust Fund under this subsection, no investment shall be 
made which would cause any one trust to have an interest in all 
such Common Trust Funds in excess of the sum of $25,000; and, 
if the bank administers Funds under both subsections (c) and (d) 


_of this section, no investment shall be made which would cause any 


one trust to have an interest in all such Funds in excess of the 
sum of $25,000. In applying the limitations contained in this 
paragraph, if two or more trusts are created by the same settlor 
or settlors and as much as one-half of the income or principal or 
both of each trust is payable or applicable to the use of the same 
person or persons, such trusts shall be considered as one. 

No investment for a Common Trust Fund shall be made in 
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stocks, or bonds or other obligations of any one person, firm or 
corporation which would cause the total amount of investment in 
stocks, or bonds or other obligations issued or guaranteed by such 
person, firm, or corporation to exceed 10 per cent of the value of 
the Common Trust Fund, as determined by the trust investment 
committee, provided that this limitation shall not apply to in- 
vestments in obligations of the United States or for the payment 
of the principal and interest of which the faith and credit of the 
United States shall be pledged. 

No investment for a Common Trust Fund shall be made in any 
one class of shares of stock of any one corporation which would 
cause the total number of such shares held by the Common Trust 
Fund to exceed 5 per cent of the number of such shares out- 
standing. If the bank administers more than one Common Trust 
Fund no investment shall be made which would cause the aggregate 
investment for all such Common Trust Funds in shares of stock 
of any one corporation to exceed such limitation. 

Any bank administering a Common Trust Fund shall have the 
responsibility of maintaining in cash and readily marketable se- 
curities’® such part of the assets of the Common Trust Fund as 
shall be deemed by the bank to be necessary to provide adequately 
for the needs of participating trusts and to prevent inequities be- 
tween such trusts. In any event, prior to any admissions to or 
withdrawals from a Common Trust Fund, the trust investment 
committee shall determine what percentage of the value of the 
assets of a Common Trust Fund is composed of cash and readily 
marketable securities; and if such committee determines that, after 
effecting the admissions and withdrawals which are to be made 
pursuant to notice given as required in subdivision (4) of this 
subsection, less than 40 per cent of the value of the remaining assets 
of the Common Trust Fund would be composed of cash and 
readily marketable securities, no admissions to or withdrawals from 
the Common Trust Fund shall be permitted as of the valuation 
date upon which such determination is made, except that ratable 
distribution upon all participations is not prohibited. 

(6) Distribution upon withdrawal of participation —When par- 
ticipations are withdrawn from a Common Trust Fund distribu- 
tions may be made in cash or ratably in kind, or partly in cash 
and partly ratably in kind, provided that all distributions as of 
any one valuation date shall be made on the same basis. Before 
any distribution in cash is made, the trust investment committee 





19 A readily marketable security within the meaning of this section means a security which 
is the subject of frequent dealings in ready markets with such frequent quotations of price 
as to make (a) the price easily and definitely ascertainable and (b) the security itself easy to 
realize upon by sale at any time. 
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shall determine whether any investment remaining in the Com- 
mon Trust Fund would be unlawful for one or more participating 
trusts if funds of such trusts were being invested at that time; and 
no distribution shall be made in cash until any such unlawful 
investment shall have been eliminated from the Common Trust 
Fund either through sale, distribution in kind, or segregation as 
provided in the subdivision immediately following hereafter. 

(7) Segregation of investments.—If for any reason an invest- 
ment is: withdrawn in kind from a Common Trust Fund for the 
benefit of all trusts participating in the Common Trust Fund at the 
time of such withdrawal and such investment is not distributed 
ratably in kind it shall be segregated and administered or realized 
upon for the benefit ratably of all trusts participating in the Com- 
mon Trust Fund at the time of withdrawal. 

(8) Management of Common Trust Fund and fees.—A national 
bank administering a Common Trust Fund shall have the exclusive 
management thereof and shall not charge a fee for the management 
of the Common Trust Fund, or receive, either from the Common 
Trust Fund or from any trusts the funds of which are invested in 
participations therein, any additional fees, commissions, or com- 
pensations of any kind by reason of such participation. The bank 
shall not pay a fee, commission, or compensation out of the Com- 
mon Trust Fund for management. Nothing in this paragraph 
shall be construed as prohibiting a bank from reimbursing itself 
out of a Common Trust Fund for such reasonable expenses in- 
curred by it in the administration thereof as would have been 
chargeable to the respective participating trusts if incurred in the 

separate administration of such participating trusts. 

(9) Effect of mistakes—No mistake made in good faith and 
in the exercise of due care in connection with the administration of 
a Common Trust Fund shall be deemed to be a violation of this 
regulation if promptly after the discovery of the mistake the bank 
takes whatever action may be practicable in the circumstances to 
remedy the mistake. 


(d) Common Trust Funds composed principally of mortgages 
(Mortgage Investment Funds).—Subject to all other provisions of 
this regulation except subsections (b) and (c) of this section,?° funds 
received or held by a bank in its capacity as trustee, executor, ad- 
ministrator, or guardian may be invested in participations in a Com- 
mon Trust Fund administered pursuant to the provisions of this sub- 
section (hereinafter referred to as a “Mortgage Investment Fund’’). 
All admissions and withdrawals of participations in a Mortgage Invest- 





20 Note, however, that certain provisions of subsection (c) are incorporated in this subsection 
by reference. 
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ment Fund shall be made on the basis of the actual amount invested by 
each participant, and, except in final liquidation of a Mortgage Invest- 
ment Fund, participants therein shall not have an interest in reserves 
accumulated or enhancement in the value of assets, except such as may 
be distributable as income. 


(1) Mortgage Investment Fund to be operated under written 
plan.—Each Mortgage Investment Fund shall be subject to the 
provisions of subdivision (7) of subsection (c) of this section. 

(2) Trust investment committee to approve participation—No 
funds of a trust shall be invested in a participation in a Mort- 
gage Investment Fund without the approval of the trust invest- 
ment committee. Before permitting any funds of any trust to 
be invested in a participation in a Mortgage Investment Fund, 
the trust investment committee shall review the assets comprising 
the Mortgage Investment Fund; and, if it finds that the condition 
of the Mortgage Investment Fund is such that the funds of such 
trust might not lawfully be invested in a participation therein at 
that time, or that such investment would be contrary to the pro- 
visions of this subsection, funds of such trust shall: not be so 
invested. 

At the time of making the first investment of funds of a trust 
in any Mortgage Investment Fund, the bank shall send a notice 
of such investment to each person to whom a regular periodic 
accounting ordinarily would be rendered, except that such notices 
need not be sent to a court unless required by the court, and 
except that such notices need not be sent where the trust instru- 
ment specifically authorizes investments in Mortgage Investment 
Funds. 

(3) Mortgage Investment Fund to be audited annually—Each 
Mortgage Investment Fund shall be subject to the provisions of 
subdivision (3) of subsection (c) of this section. 

(4) Value of assets to be determined periodically.—Not less 
frequently than once during each period of three months, the trust 
investment committee of a bank administering a Mortgage In- 
vestment Fund shall determine the value of the assets in the 
Mortgage Investment Fund. No participation shall be admitted 
to or withdrawn from the Mortgage Investment Fund except on 
the date of determination of such valuation or, if permitted by 
the Plan, within two business days subsequent to the date of such 
determination; and no participation shall be admitted to or with- 
drawn from the Mortgage Investment Fund unless, on the basis 
of such valuation, the value of the assets of the Mortgage Invest- 
ment Fund, exclusive of accrued income, is at least equal to the 
amount of the outstanding participations. No participation shall 
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be admitted or withdrawn unless, in accordance with the pro- 
visions of the Plan, prior to the date of the determination of such 
valuation, notice of intention to participate or to make such with- 
drawal shall have been given in writing to the bank administering 
the Mortgage Investment Fund, or a written notation of the con- 
templated participation or withdrawal shall have been made in 
the records of the bank. 

The real estate securing each obligation contained in a Mort- 
gage Investment Fund and any real estate contained in the Mort- 
gage Investment Fund shall be appraised at least onee every three 
years by two persons, one of whom shall not have participated in 
the last preceding appraisal of the particular property for the 
purposes of the Mortgage Investment Fund. Such persons shall 
be appointed by the bank’s board of directors and shall, in the 
opinion of the board, be familiar with-real estate values in the 
‘ vicinity in which any such real estate is situated and qualified 
to make such appraisals. The persons appointed shall actually 
inspect such real estate and shall so certify in a written certificate 
of appraisal, which shall be filed and preserved in the bank’s 
records. 

The trust investment committee shall require more frequent 
appraisals of all properties or any particular property if such 
action is deemed by the committee to be necessary to enable it 
properly to discharge the duties imposed upon it by this subsection. 

(5) Miscellaneous limitations—No funds of any trust shall 
be invested in a participation in a Mortgage Investment Fund if 
such investment would result in such trusts having an interest 
in the Mortgage Investment Fund in excess of the sum of $1,200 
or 2 per cent of the amount of the outstanding participations in 
the Mortgage Investment Fund, whichever is greater at the time 
of investment, or in any event in excess of the sum of $10,000. 
If the bank administers more than one Mortgage Investment Fund, 
no investment shall be made which would cause any one: trust to 
have an interest in all such Mortgage Investment Funds in excess 
of the sum of $10,000; and, if the bank administers Funds under 
both subsections (c) and (d) of this section, no investment shall 
be made which would cause any one trust to have an interest in all 
such Funds in excess of the sum of $25,000. In applying the limi- 
tations contained in this paragraph, if two or more trusts are 
created by the same settlor or settlors and as much as one-half 
of the income or principal or both of each trust is payable or 
applicable to the use of the same person or persons, such trusts 
shall be considered as one. 
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No investment for a Mortgage Investment Fund shall be made 
in obligations of any one person, firm, or corporation which would 
cause the total amount of investment in obligations issued or guar- 
anteed by such person, firm, or corporation to exceed 10 per cent 
of the amount of the outstanding participations in the Mortgage 
Investment Fund, provided that this limitation shall not apply to 
investments in obligations of the United States or for the pay- 
ment of the principal and interest of which the faith and credit of 
the United States shall be pledged. 

The unpaid balance of any obligation secured by real estate 
in which the funds of a Mortgage Investment Fund are invested 
shall not exceed $10,000 on the date of the investment therein 
unless the aggregate amount of all outstanding participations in 
the Mortgage Investment Fund exceeds $200,000, in which event 
the unpaid balance of such obligation shall not exceed 5 per cent 
of the amount of such outstanding participations or $50,000, which- 
ever amount is less. 

Any bank administering a Mortgage Investment Fund shall have 
the responsibility of maintaining in cash such part of the assets of 
the Mortgage Investment Fund as shall be deemed by the bank to 
be necessary to provide adequately for the needs of participating 
trusts and to prevent inequities between such trusts. No invest- 
ment of the moneys of a Mortgage Investment Fund shall be made 
if following such investment the cash balance, exclusive of col- 
lected income on hand, in the Mortgage Investment Fund would 
be less than an amount equal to 5 per cent of the total amount 
of all outstanding participations in the Mortgage Investment 
Fund. Unless, upon computing the amount of the admissions and 
withdrawals which are to be made as of any valuation date pur- 
suant to notice given as required in subdivision (4) of this sub- 
section, the trust investment committee determines that there will 
be sufficient cash in the Mortgage Investment Fund to permit all 
such withdrawals, no admissions to or withdrawals from the 
Mortgage Investment Fund shall be permitted as of such valuation 
date. 

Unless the trust investment committee determines that, after 
effecting the admissions and withdrawals which are to be made 
as of any valuation date pursuant to notice given as required in 
subdivision (4) of this subsection, the amount of investments of 
a Mortgage Investment Fund represented by assets in which 
moneys of the Mortgage Investment Fund could not then be 
invested under the provisions of subdivision (8) of this sub- 
section will not exceed 10 per cent of the amount of the outstand- 
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ing participations in the Mortgage Investment Fund, no admis- 
sions to or withdrawals from the Mortgage Investment Fund 
shall be permitted as of such valuation date. 

(6) Reserve account and distribution of imcome.—In each 
Mortgage Investment Fund the bank shall establish and main- 
tain’a reserve account as part of the principal thereof, to which, 
to the extent available, all realized losses shall be charged. Any 
realized gain in the value of assets of a Mortgage Investment 
Fund, other than income, shall be credited to such reserve 
account. 

At least semiannually a bank administering a Mortgage In- 
vestment Fund shall determine the net income of the Mortgage 
Investment Fund during the period since the last determination 
thereof. At the close of each earning period, if the total amount 
contained in such reserve account is less than 10 per cent of the 
total amount of all outstanding participations in the Mortgage In- 
vestment Fund, the bank shall transfer to the reserve account, out 
of the net income of the Mortgage Investment Fund, such amount 
as the bank shall determine to be proper under the circumstances. 
The total amount so to be transferred to the reserve account. 
during any year shall not be lesg than 10 per cent of the amount 
of the gross income of the Mortgage Investment Fund for such 
year or more than one per cent of the average of the total 
amounts of all outstanding participations in the Mortgage 
Investment Fund at the close of each earning period. No such 
transfers to the reserve account shall be made which will cause 
the amount contained therein to exceed 10 per cent. of the amount 
of all outstanding participations. 

The balance of the net income remaining after transferring 
the appropriate part thereof, if any, to the reserve account; shall 
thereupon be distributed to the owners of the outstanding parti- 
cipations in the Mortgage Investment Fund in proportion to the 
amounts of their participations and the period of time owned 
since the previous determination of net income. 

(7) Withdrawal of participation in a Mortgage Investment 
Fund. -Upon the withdrawal of a participation of any trust prior 
to termination and final liquidation of a Mortgage Investment 
Fund, such trust shall be entitled to be paid in cash the total 
amount of the funds of such trust invested in the participation, 
with net income thereon to the date of such payment, but such 
income shall not be paid until the amount thereof shall have 
been determined at the close of the current carning period. 

Upon the termination and final liquidation of a Mortgage 
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Investment Fund, all assets of the Mortgage Investment Fund 
shall be distributed among the owners of the participations at 
that time in proportion to the amounts thereof. 

(8) Investment of moneys of Mortgage investment Funds.— 
The moneys of a Mortgage Investment Fund shall be invested 
in— 

(A) Obligations secured by real estate which, at the date 
of the investment, are legal for investment of trust funds 
under the laws of the State in which the bank is located 
and are insured by the Federal Housing Administrator, hav- 
ing been insured prior to the first day of July 1939, pursuant 
to the provisions of Title II of the National Housing Act, 
approved the 27th day of June 1934, as amended, or having 
been so insured thereafter, with like force and effect, pur- 
suant to any revision or extension of the provisions of the 
said Act; or 

(B) Obligations secured by real estate which, at the date 
of the investment, are legal for investment of trust funds 
under the laws of the State in which the bank is located 
and are of the kind which might be acquired by a national 
bank under the provisions for making amortized loans con- 
tained in the third sentence of section 24 of the Federal 
Reserve Act; or | 

(C) Obligations secured by real estate which, at the date 
of the investment, are legal for investment of trust funds 
under the laws of the State in which the bank is located, 
which are payable within 20 years, and which either provide 
for semiannual payments reducing the principal thereof an- 
nually in an amount equal to at least 5 per cent of the 
amount of the principal on the date of investment, or pro- 

' vide for the amortization of the total unpaid principal 

amount of such mortgage on the date of investment by 
equal monthly payments during the term of such mortgage, 
such monthly payments being fixed at an amount which will 
include the interest due on such mortgage on the date of 
such payments and an additional amount tobe applied in 
the reduction of the unpaid principal amount of such mort- 
gage. In the case of a renewal or extension of any such 
obligation held by a Mortgage Investment Fund, the date 
upon which the Mortgage Investment Fund originally ac- 
quired the obligation shall be considered the date of invest- 
ment. 


If in the judgment of the trust investment committee such ob- 
ligations are not available for investment of moneys of a Mort- 
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gage Investment Fund, such moneys may be invested temporarily 
in obligations of the United States or of the State in which the 
bank is located or for the payment of the principal and interest 
of which the faith and credit of the United States or of such 
State shall be pledged, and which are legal for investment of 
trust funds under the laws of the State in which the bank is 
located. As soon as obligations secured by real estate in which 
the moneys of the Mortgage Investment Fund may be invested 
are available, such securities shall be disposed of and the pro- 
ceeds invested in such obligations if this can be accomplished 
without disadvantage to the Mortgage Investment Fund. 

(3) Management of Mortgage Investment Fund and fees — 
Each Mortgage Investment Fund shall be subject to the provisions 
of subdivision (8) of subsection (c) of this section. 

(10) Effect of mistakes—-Each Mortgage Investment Fund 
shall be subject to the provisions of subdivision (9) of subsection 
(c) of this section. 


SECTION 18. BOARD FORMS 


All forms referred to in this regulation and all such forms as 
amended from time to time shall be a part of this regulation. 


APPENDIX 


Section 11(k) of the Federal Reserve Act, as amended by the Acts 
of Congress approved September 26, 1218, June 26, 1930, and August 
23, 1935, provides as follows: : 

The Board of Governors of the Federal Reserve System shall be 
authorized and empowered: 
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(k) To grant by special permit to national banks applying 
therefor, when not in contravention of State or local law, the 
right to act as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of. lunatics, or in any other fiduciary capacity in which 
State banks, trust companies, or other corporations which come 
into competition with national banks are permitted to act under 
the laws of the State in which the national bank is located. 

Whenever the laws of such State authorize or permit the exercise 
of any or all of the foregoing powers by State banks, trust com- 
panies, or other corporations which compete with national banks, 
the granting to and the exercise of such powers by national banks 
shall not be deemed to be in contravention of State or local law 
within the meaning of this Act. 

National banks exercising any or all of the powers enumerated 
in this subsection shall segregate all assets held in any fiduciary 
capacity from the general assets of the bank and shall keep a 
separate set of books and records showing in proper detail all 
transactions engaged in under authority of this subsection. The 
State banking authorities may have access to reports of examina- 
tion made by the Comptroller of the Currency insofar as such 
reports relate to the trust department of.such bank, but nothing 
in this Act shall be construed as authorizing the State banking 
authorities to examine the books, records, and assets of such bank. 

No national bank shall receive in its trust department deposits 
of current funds subject to check or the deposit of checks, drafts, 
bills of exchange, or other items for collection or exchange pur- 
poses. Funds deposited or held in trust by the bank awaiting 
investment shall be carried in a separate account and shall not be 
used by the bank in the conduct of its business unless it shall first 
set aside in the trust department United States bonds or other 
securities approved by the Board of Governors of the Federal 
Reserve System. 

In the event of the failure of such bank the owners of the funds 
held in trust for investment shall have a lien on the bonds or other 
securities so set apart in addition to their claim against the estate 
of the bank. 

Whenever the laws of a State require corporations acting in a 
fiduciary capacity, to deposit securities with the State authorities 
for the protection ef private or court trusts, national banks so 
acting shall be required to make similar deposits: and securities 
so deposited shall be held for the protection of private or court 
trusts, as provided by the State law. 

National banks in such cases shall not be required to execute 


25 


26 


REGULATION F 


the bond usually required of individuals if State corporations 
under similar circumstances are exempt from this requirement. 

National banks shall have power to execute such bond when 
so required by the laws of the State. 

In any case in which the laws of a State require that a corpora- 
tion acting as trustee, executor, administrator, or in any capacity 
specified in this section, shall take an oath or make an affidavit, 
the president, vice president, cashier, or trust officer of such na- 
tional bank may take the necessary oath or execute the necessary 
affidavit. 

It shall be unlawful for any national banking association to 
lend any officer, director, or employee any funds held -in trust 
under the powers conferred by this section. Any officer, director, 
or employee making such loan, or to whom such loan is made, 
may be fined not more than $5,000, or imprisoned not more than 
five years, or may be both fined and imprisoned, in the discretion 
of the court. 

In passing upon applications for permission to exercise the 
powers enumerated in this subsection, the Board of Governors of 
the Federal Reserve System may take into consideration the 
amount of capital and surplus of the applying bank, whether or 
not such capital and surplus is sufficient under the circumstances 
of the case, the needs of the community to be served, and any 
other facts and circumstances that seem to it proper, and may 
grant or refuse the application accordingly: Provided, That no 
permit shall be issued to any national banking association having 
a capital and surplus less than the capital and surplus required 
by State law of State banks, trust companies, and corporations 
exercising such powers. 

Any national banking association desiring to surrender its right 
to exercise the powers granted under this subsection, in order to 
relieve itself from the necessity of complying with the’ require- 
ments of this subsection, or to have returned to it any securities 
which it may have deposited with the State authorities for the 
protection of private or court trusts, or for any other purpose, 
may file with the Board of Governors of the Federal Reserve Sys- 
tem a certified copy of a resolution of its board of directors sig- 
nifying such desire. Upon receipt of such a resolution, the Board 
of Governors of the Federal Reserve System, after satisfying itself 
that such bank has been relieved in accordance with State law of 
all duties as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics or other fiduciary, under court, private, or other 
appointments previously accepted under authority of this sub- 
section, may, in its discretion, issue to such bank a certificate cer- 
tifying that such bank is no longer authorized to exercise the powers 
granted by this subsection. Upon the issuance of such a certificate 
by the Board of Governors of the Federal Reserve System, such 
bank (1) shall no longer be subject to the provisions of this sub- 
section or the regulations of the Board of Governors of the 
Federal Reserve System made pursuant thereto, (2) shall be 
entitled to have returned to it any securities which it may have 
deposited with the State authorities for the protection of private 
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or court trusts, and (3) shall not exercise thereafter any of the 

F) powers granted by this subsection without first applying for and 
obtaining a new permit to exercise such powers pursuant to the 
provisions of this subsection. The Board of Governors of the 
Federal Reserve System is authorized and empowered to promul- 
gate such regulations as it may deem necessary to enforce compli- 
ance with the provisions of this subsection and the proper exercise 
of the powers granted therein. 


Sections 1 and 8 of the Act of Congress approved November 7, 1918, 
| as amended by the Acts of Congress approved February 25, 1927, June 
> 16, 1933, and August 23, 1935, provide in part as follows: 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress Assembled, That any two or 
more national banking associations located within the same State, 
county, city, town, or village may, with the approval of the Comp- 
troller of the Currency, consolidate into one association under the 
charter of either existing banks, on such terms and conditons as 
may be lawfully agreed upon by a majority of the board of di- 
rectors of each association proposing to consolidate, and be ratified 
and confirmed by the affirmative vote of the shareholders of each 
such association owning at least two-thirds of its capital stock 
outstanding, * * *. 

% * *% * % * % 


Sec. 8. That any bank incorporated under the laws of any State, 
or any bank incorporated in the District of Columbia, may be 
consolidated with a national banking association located in the 
same State, county, city, town, or village under the charter of such 
national banking association on such terms and conditions as may 
be lawfully agreed upon by a majority of the board of directors 
of each association or bank proposing to consolidate, and which 
agreement shall be ratified and confirmed by the affirmative vote 
of the shareholders of each such association or bank owning at 
least: two-thirds of its capital stock outstanding, or by a greater 
proportion of such capital stock in the case of such State bank 
if the laws of the State where the same is organized so require, 
* * * Upon such a consolidation, or upon a consolidation of two 
or more national banking associations under section 1 of this Act, 
the corporate existence of each of the constituent banks and 
national banking associations participating in such consolidation 
shall be merged into and continued in the consolidated national 
banking association and the consolidated association shall be 
deemed to be the same corporation as each of the constituent in- 
stitutions. All the rights, franchises, and interests of each of such 
constituent banks and national banking associations in and to 
every species of property, real, personal, and mixed, and choses in 
action thereto belonging, shall be deemed to be transferred to and 
vested in such consolidated national banking association without 
any deed or other transfer; and such consolidated national banking 
association, by virtue of such consolidation and without any order 

) or other action on the part of any court or otherwise, shall hold and 
: enjoy the same and all rights of property, franchises, and interests, 
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including appointments, designations, and nominations and all 
other rights and interests as trustee, executor, administrator, regis- 
trar of stocks and bonds, guardian of estates, assignee, receiver, 
committee of estates of lunatics and in every other fiductary 
capacity, in the same manner and to the same extent as such rights, 
franchises, and interests were held or enjoyed by any such con- 
stituent institution at the time of such consolidation: Provided, 
however, That where any such constitutent institution at the time of 
such consolidation was acting under appointment of any court as 
trustee, executor, administrator, registrar of stocks and bonds, 
guardian of estates, assignee, receiver, committee of estates of 
lunatics or in any other fiduciary capacity, the consolidated 
national banking association shall be subject to removal by a court 
of competent jurisdiction in the same manner and to the same ex- 
tent as was such constituent corporation prior to the consolidation, 
and nothing herein contained shall be construed to impair in any 
manner the right of any court to remove such a consolidated 
national banking association and to appoint in lieu thereof a sub- 
stitute trustee, executor, or other fiduciary, except that such right 
shall not be exercised in such a manner as to discriminate against 
national banking associations, nor shall any such consolidated 
association be removed solely because of the fact that it is a 
national banking association. * * * 


The Act of Congress approved May 1, 1886, provides in part as 
follows: 


Sec. 2. That any national banking association may change its 
name or the place where its operations of discount and deposit 
are to be carried on, to any other place within the same State, not 
more than thirty miles distant with the approval of the Comp- 
troller of the Currency, by the vote of shareholders owning two- 
thirds of the stock of such association. A duly authenticated notice 
of the vote and of the new name or location selected shall be sent 
to the office of the Comptroller of the Currency; but no change of 
name or location shall be valid until the Comptroller shall have 
issued his certificate of approval of the same. 

Sec. 3. That all debts, liabilities, rights, provisions, and powers 
of the association under its old name shall devolve upon and 
inure to the association under its new name. 

Sec. 4. That nothing in this act contained shall be so construed 
as in any manner to release any national banking association under 
its old name or at its old location from any liability, or affect any 
action or proceeding in law in which said association: may be or 
become a party or interested. 


There are printed below certain provisions of the Internal Revenue 
Code which are pertinent to some of the subject matter of this regula- 
tion. 


SEC. 169. COMMON TRUST FUNDS. 


(a) Derinitions.—The term “common trust fund” means a 
fund maintained by a bank (as defined in section 104)— 
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(1) exclusively for the collective investment and reinvest- 
ment of moneys contributed thereto by the bank in its capacity 
as a trustee, executor, administrator, or guardian; and 

(2) in conformity with the rules and regulations, prevailing 
from time to time, of the Board of Governors of the Federal 
Reserve System pertaining to the collective investment of 
trust funds by national banks. 


(b) TAXATION OF CoMMON TRUST FuNDS.—A common trust 
fund shall not be subject to taxation under this chapter, subchap- 
ters A or B of chapter 2, or section 105 or 106 of the Revenue Act 
of 1935, 49 Stat. 1017, 1019, or chapter 6 and for the purposes of 
such chapters and subchapters shall not be considered a corpora- 
tion. 


(c) INCOME oF PARTICIPANTS IN FuND— 


(1) INcLusions IN Net INcoMeE.-—Each participant in the 
common trust fund in computing its net income shall include, 
whether or not distributed and whether or not distributable— 

(A) As a part of its short-term capital gains or losses, 
its proportionate share of the net short-term capital gain 
or loss of the common trust fund; 

(B) As a part of its long-term capital gains or losses, 
its proportionate share of the net long-term capital gain 
or loss of the common trust fund; 

(C) Its proportionate share of the ordinary net in- 
come or the ordinary net loss of the common trust fund, 
computed as provided in subsection (d). 

(2) Crepit For PARTIALLY ExemMprT INTEREST.—The pro- 
portionate share of each participant in the amount of interest 
specified in section 25 (a) received by the common trust fund 
shall for the purposes of this Supplement be considered as 
having been received by such participant as such interest. 


(d) COMPUTATION OF Common Trust Funp INcomE.—The net 
income of the common trust fund shall be computed in the same 
manner and on the same basis as in the case of an individual, 
except that— 


(1) There shall be segregated the short-term capital gains 
and losses and the long-term capital gains and losses, and 
the net short-term capital gain or loss and the net long-term 
capital gain or loss shall be computed; 

(2) After excluding all items of either short-term or long- 
term capital gain or loss, there shall be computed— 

(A) An ordinary net income which shall consist of the 
excess of the gross income over the deductions; or 

(B) An ordinary net loss which shall consist of the 
excess of the deductions over the gross income; 

(3) The so-called “charitable contribution” deduction al- 
lowed by section 23 (0) shall not be allowed. 


(e) ADMISSION AND WITHDRAWAL.—No gain or loss shall be 
realized by the common trust fund by the admission or with- 
drawal of a participant. The withdrawal of any participating 
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interest by a participant shall be treated as a sale or exchange of 
such interest by the participant. 


(f) Retrurns sy BANK.—Every bank (as defined in section 104) 
maintaining a common trust fund shall make a return under oath 


for each taxable year, stating specifically, with respect to such 


fund, the items of gross income and the deductions allowed by this 
chapter, and shall include in the return the names and addresses 
of the participants who would be entitled to share in the net in- 
come if distributed and the amount of-the proportionate share of 
each participant. The return shall be sworn to as in the case of a 
return filed by the bank under section 52. 


(g) DirFERENT TAXABLE YEARS OF ComMMoN TRUST FUND AND 
PARTICIPANT.—If the taxable year of the common trust fund is 
different from that of a participant, the inclusions with respect to 
the net income of the common trust fund, in computing the net 
income of the participant for its taxable year shall be based upon 
the net income of the common trust fund for any taxable year of 
the common trust fund (whether beginning on, before, or after 
January 1, 1939) ending within or with the taxable year of the 
participant. 


SEC. 104. BANKS AND TRUST. COMPANIES. 


(a) DrriniTion.—As used in this section the term “bank” means 
a bank or trust company incorporated and doing business under 
the laws of the United States (including laws relating to the Dis- 
trict of Columbia),.of any State, or of any Territory, a substantial 
part of the business of which consists of receiving deposits and 


making loans and discounts, or of exercising fiduciary powers simi- 


lar to those permitted to national banks under section 11(k) of 
the Federal Reserve Act, 38 Stat. 262 (U.S. C., Title 12, § 248K), 
as amended, and which is subject by law to supervision and ex- 
amination by State, Territorial or Federal authority having super- 
vision over banking institutions. 


A STATEMENT OF PRINCIPLES OF TRUST INSTITUTIONS 


This statement was adopted by the Executive Committee of the 
Trust Division, American Bankers Association on April 10, 1933, and 
approved by the Executive Council of the American Bankers Asso- 
ciation on April 11, 1933. 


FOREWORD 


This Statement of Principles has been formulated in order that the 
fundamental principles of institutions engaged in trust business may be 
restated and thereby become better understood and recognized by the 
public, as well as by trust institutions, themselves, and in order that 
it may serve as a guide for trust institutions. 

In the conduct of their business trust institutions are governed by 
the cardinal principle that is common to all fiduciary relationships— 
namely, fidelity. Policies predicated upon this principle have for their 
objectives its expression in terms of safety, good management, and per- 


( 
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sonal service. Practices developed under these policies are designed 
to promote efficiency in administration and operation. 

The fact that the services performed by trust institutions have be- 
come an integral part of the social and economic structure of the 
United States makes the principles of such institutions a matter of 
public interest. 


ARTICLE I 
DEFINITION OF TERMS 


Section 1. Trust Institutions.—Trust institutions are corporations 
engaged in trust business under authority of law. They embrace not 
only trust companies that are engaged in trust business exclusively but 
also trust departments of other corporations. 

Section 2. Trust Business.—Trust business is the business of settling 
estates, administering trusts and performing agencies in all appropriate 
cases for individuals; partnerships; associations; business corpora- 
tions; public, educational, social, recreational, and charitable institu- 
tions; and units of government. It is advisable that a trust institu- 
tion should limit the functions of its trust department to such services. 


ARTICLE II 
ACCEPTANCE OF TRUST BUSINESS 


A trust institution is under no obligation, either moral or legal, to 
accept all business that is offered. 

Section 1. Personal Trust Business.—With respect to the acceptance 
of personal’ trust business the two determining factors are these: Is 
trust service needed, and can the service be rendered properly? In 
personal trusts and agencies, the relationship is' private, and the trust 
institution is responsible to those only who have or may have a 
financial interest in the account. 

Section 2. Corporate Trust Business.—In considering the acceptance 
of a corporate trust or agency the trust institution should be satisfied 
that the company concerned is in good standing and that the enterprise 
is of a proper nature. 


ARTICLE III 


ADMINISTRATION OF TRUST BUSINESS 


Section 1. Personal Trusts.—In the administration of its personal 
trust business, a trust institution should strive at all times to render 
unexceptionable business and financial service, but it should also be 
careful to render equally good personal service to beneficiaries. The 
first duty of a trust institution is to carry out the wishes of the creator 
of a trust as expressed in the trust instrument. Sympathetic, tactful, 
personal relationships with immediate beneficiaries are essential to the 
performance of this duty, keeping in mind also the interest of ulti- 
mate beneficiaries. It should be the policy of trust institutions that 
all personal trusts should be under the direct supervision of and that 
beneficiaries should be brought into direct contact with the administra- 
tive or senior officers of the trust department. 


32 REGULATION F 


Section 2. Confidential Relationships.—Personal trust service is of a 
confidential nature and the confidences reposed in a trust department 
by a customer should never be revealed except when required by law. 

Section 3. Fundamental Duties of Trustees.—It is the duty of a 
trustee to administer a trust solely in the interest of the beneficiaries 
without permitting the intrusion of interests of the trustee or third 
parties that may in any way conflict with the interests of the trust; 
to keep and render accurate accounts with respect to the administra- 
tion of the trust; to acquaint the beneficiaries with all material facts 
in connection with the trust; and, in administering the trust, to exer- 
cise the care a prudent man familiar with such matters would exercise 
as trustee of the property of others, adhering to the rule that the trus- 
tee is primarily a conserver. 

Section 4. Corporate Trust Business.—In the administration of cor- 
porate trusts and agencies the trust institution should render the same 
fine quality of service as it renders in the administration of personal 
trusts and agencies. Promptness, accuracy, and protection are funda- 
mental requirements of efficient corporate trust service. The terms 
of the trust instrument should be carried out with scrupulous care and 
with particular attention to the duties imposed therein upon the 
trustee for the protection of the security-holders. 


ARTICLE IV 
OPERATION OF TRUST DEPARTMENTS 


Section 1. Separation of Trust Properties.—The properties of each 
trust should be kept separate from those of all other trusts and sepa- 
rate also from the properties of the trust institution itself. 

Section 2. Investment of Trust Funds.—The investment function of 
a trustee is care and management of property, not mere safekeeping 
at one extreme or speculation at the other. A trust institution should 
devote to its trust investments all the care and skill that it has or can 
reasonably acquire. The responsibility for the investment of trust, 
funds should not be reposed in an individual officer or employee of a 
trust department. All investments should be made, retained or sold 
only upon the authority of an investment committee composed of 
capable and experienced officers or directors of the institution. 

When the trust instrument definitely states the investment powers 
of the trustee, the terms of the instrument must be followed faithfully. 
If it should become unlawful or impossible or against public! policy ta 
follow literally the terms of the trust instrument, the trustee should 
promptly seek the guidance of the court about varying or interpreting 
the terms of the instrument and should not act on its own respon- 
sibility in this respect except in the face of an emergency, when the 
guidance of the court beforehand could not be obtained. If the trust 
instrument is silent about trust investments or if it expressly leaves the 
selection and retention of trust investments to the judgment and dis- 
cretion of the trustee, the latter should be governed by considerations 
of the safety of principal and dependability of income and not by hope 
or expectation of unusual gain through speculation. However, a trus- 
tee should not be content with safety of principal alone to the dis- 
regard of the reasonable income requirements of the beneficiaries. 

It is a fundamental principle that a trustee should not have any 
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personal financial interest, direct or indirect, in the trust investments, 
bought for or sold to the trusts of which it is trustee, and that it should 
not purchase for itself any securities or other property from any of its 
trusts. Accordingly, it follows that a trust institution should not buy 
for or sell to its estates or trusts any securities or other property in 
which it, or its affiliate, has any personal financial interest, and should 
not purchase for itself, or its affiliate, any securities or other property 
from its estates or trusts. 


ARTICLE V 
COMPENSATION FOR TRUST SERVICE 


Section 1.—A trust institution is entitled to reasonable compensation 
for its services. Compensation should be determined on the basis of 
the cost of the service rendered and the responsibilities assumed. 
Minimum fees in any community for trust services should be uniform 
and applied uniformly and impartially to all customers alike.. 


ARTICLE VI 
PROMOTIONAL EFFORT 


Section 1. Advertising.—A trust institution has the same right as 
any other business enterprise to advertise its trust services in appro- 
priate ways. Its advertisements should be dignified and not overstate 
or overemphasize the qualifications of the trust institutions. There 
should be no implication that legal services will be rendered. There 
should be no reflection, expressed or implied, upon other trust institu- 
tions or individuals, and the advertisements of all trust institutions 
should be mutually helpful. 

Section 2. Personal Representation.—The propriety of having per- 
sonal representatives of trust departments is based upon the same prin- 
ciple as that of advertising. Trust business is so individual and dis- 
tinctive that the customer cannot always obtain from printed matter 
all he wishes to know about the protection and management the trust 
institution will give his estate and the services it will render his 
beneficiaries. 

Section 3. New Trust Department.—A corporation should not. enter 
the trust field except with a full appreciation of the responsibilities 
involved. A new trust department should be established only if there 
is enough potential trust business within the trade area of the institu- 
tion to justify the proper personnel and equipment. 

Section 4. Entering Corporate Trust Field.—Since the need for trust 
and agency services to corporations, outside of the centers of popula- 
tion, is much more limited than is that of trust and agency services to 
individuals, a trust institution should hesitate to enter the corporate 
trust or agency field unless an actual demand for such services is 
evident, and the institution is specially equipped to render such service. 


ARTICLE VII 
RELATIONSHIPS 
Section 1. With Public.—Although a trust department is a distinctly 


private institution in its relations with its customers, it is affected with 
a public interest in its relations with the community. In its relations 
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with the public a trust institution should be ready and willing to give 


full information about its own financial responsibility, its staff and. 


equipment, and the safeguards thrown around trust business. 

Section 2. With Bar.—Attorneys-at-law constitute a professional 
eroup that perform essential functions in relation to trust business, 
and have a community of interest with trust institutions in the com- 
mon end of service to the public. The maintenance of harmonious 
relations between trust institutions and members of the bar is in the 
best interests of both, and of the public as well. It is a fundamental 
principle of this relationship that trust institutions should not engage 
in the practice of law. 

Section 3. With Life Underwriters.—Life underwriters also consti- 
tute a. group having a community of interest with trust institutions in 
the common purpose of public service. Cooperation between trust 
institutions and life underwriters is productive of the best mutual 
service to the public. It is a principle of this cooperation that trust 
institutions should not engage in the business of selling life insurance. 
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ISSUED BY THE BOARD OF GOVERNORS QF RE, FEDERAL RESERVE SysTEM 


Subsections (c) and (d) of section 169 of the Internal Revenue 
Code, entitled "Common Trust Funds", were amended by the Acts of 
October 21, 1942, and May 29, 1944, to read as follows: 


(c) INCOME OF PARTICIPANTS IN FUND— 


(1) INCLUSIONS IN NET INCOME.— Each participant in the 
common trust fund incomputing its net income shall include, 
whether or not distributed and whether or not distributable— 

(A) As partofits gains and losses from sales or ex- 
changes of capital assets held for not more than 6 
months, its proportionate share of the gains and losses 
of the common trust fund from sales or exchanges of 
capital assets held for not more than 6 months. 

(B) As part of its gains and losses from sales or ex— 
changes of capital assets held for more than 6 months, 
its proportionate share of the gains and losses of the 
common trust fund from sales or exchanges of capital 

, assets held for more than 6 months. 

(C) Its proportionate share of the ordinary net in- 
come or the ordinary net loss of the common trust fund, 
computed as provided in subsection (d). 

(2) CREDIT FOR PARTIALLY EXEMPT INTEREST.— The propor— 
tionate share of each participant in the amount of interest 
specified insection 25(a) received by the common trust fund 
shall for the purposes of this Supplement be considered as 
having been received by such participant as such interest. 
If the common trust fund elects under section 125 to treat 
the premium on bonds, the interest on which is allowable as 
a credit under section 25(a) (1) or (2), as amortizable, for 
the purposes of the preceding sentence the proportionate 
share of the participant of such interest received by the 
common trust fund shall be his proportionate share of such 
interest (determined without regard to this sentence) reduced 
by so much of the deduction under section 23(v) as is attrib- 
utable to such share. 


(2) COMPUTATION OF COMMON TRUST FUND INCOME.—The net income 
of the common trust fund shall be computed in the same manner 
and on the same basis as in the case of an individual, except 
that— 

(1) There shall be segregated the gains and losses from 
sales or exchanges of capital assets; 
(2) After excluding all items of gain and loss from sales 
or exchanges of capital assets, there shall be computed— 
(A) An ordinary net income which shall consist of 
the excess of the gross income over deductions; or 
(B) An ordinary net loss which shall consist of the 
excess of the deductions over the gross income; 
(3) The so-called "charitable contribution" deduction 
allowed by section 23(0) shall not be allowed. 
(4) The standard deduction provided in section 23 (aa) 
shall not be allowed. 
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ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective September 1, 1945, section 17 of Regulation F re- 
lating to Common Trust Funds is amended in the following respects: 


aN The third paragraph of subsection (a) is amended to read as 
= 
% follows: 


The purpose of this section is to permit the use of Common 
Trust Funds, as defined in section 169 of the Internal Rev- 
enue Code, +” for the investment of funds held for true fi- 
duciary purposes; and the operation of such Common Trust 
Funds as investment trusts for other than strictly fiduciary 
purposes is hereby prohibited. No bank administering a Com 
mon Trust Fund shall issue any document evidencing a direct 
or indirect interest in such Common Trust Fund in any form which 
purports to be negotiable or assignable. The trust invest- 
ment committee of a bank operating a Common Trust Fund shall 
not permit any funds of any trust to be invested in a Common 
Trust Fund if it has reason to believe that such trust was 
not created or is not being used for bona fide fiduciary 
purposes. A bank administering a Common Trust Fund shall 
not, in soliciting business or otherwise, publish or make 
representations which are inconsistent with this paragraph 
or the other provisions of this regulation and, subject to 
the applicable requirements of the laws of any State, shail 
not advertise or publicize the earnings realized on any 
Common Trust Fund or the value of the assets thereof. 


The second paragraph of subsection (c) (3) is amended to read 
as follows: 


The bank shall, without charge, send a copy of the latest 
report of such audit annually to each person to whom a reg— 
ular periodic accounting of the trusts participating in the Com- 
mon Trust Fund ordinarily would be rendered or shall send 
advice to each such person annually that the report is 
available and that a copy will be furnished without charge 
upon request. Except as may be required by the applicable 
laws of any State, the bank shall not publish or authorize 
the publication of any such report or the information contained 


. es 
17 For applicable provisions of the Internal Revenue Code, see Appendix. 
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therein and each copy furnished to any person as herein 


provided must bear a statement to the effect that the pub- 
lication of such copy or the information contained therein 


is unauthorized. 


Subsection (c) (4) is amended to read as follows: 


(4) Value of assets to be determined periodically.—Not 
less frequently than once during each period of three months 
the trust investment committee of a bank administering a 
Common Trust Fund shall determine the value of the assets 
in the Common Trust Fund as of the dates which the Plan 
provides for the valuation of assets. No participation 
shall be admitted to or withdrawn from the Common Trust 
Fund except (1) on the basis of such valuation and (2) as 
of such a valuation date. A reasonable period, not to ex- 
ceed 7 days, following each valuation date may be used to 
make the computations necessary to determine the value of 
the Fund and of the participations therein. No participation 
shall be admitted toor withdrawn from the Common Trust Fund 
unless a written request forornotice of intention of taking 
such action shall have been entered in the records of the 
bank and approved by the trust investment committee, on or 
before the valuation date. No such request or notice may 
be canceled or countermanded after the valuation date. 


The first paragraph of subsection (c) (5) is amended to read 
as follows: 


(5) Miscellaneous limitations.—No funds of any trust shall 
be invested in a participation in a Common Trust Fund if 
such investment would result in such trust having invested 
in the aggregate in the Common Trust Fund an amount in ex- 
cess of 10 per cent of the value of the assets of the Com- 
mon Trust Fund at the time of investment, as determined by 
the trust investment committee, or the sum of $50,000, which- 
ever is less. If the bank administers more than one UCom- 
mon Trust Fund under this subsection, no investment shall be 
made which would cause any one trust to have invested in 
the aggregate in all such Common Trust Funds an amount in 
excess of the sum of $50,000; and, if the bank administers 
Funds under both subsections (c) and (d) of this section, 
no investment shall be made which would cause any one trust 
to have invested inthe aggregate in all such Funds an amount 
in excess of the sum of $50,000. In applying the limitations 
contained in this paragraph, if two or more trusts are 


“ 


created by the same settlor or settlors and as much as one- 
half of the income or principal or both of each trust is 
payable or applicable to the use of the same person or per- 
sons, such trusts shall be considered as one. 


The first paragraph of subsection (d) (4) is amended to read 


as follows: 


(4) Value of assets to be determined periodically.—Not 
less frequently than once during each period of three months 
the trust investment committee of a bank administering a 
Mortgage Investment Fund shall determine the value of the 
assets in the Mortgage Investment Fund as of the dates which 
the Plan provides for the valuation of assets. No partici- 
pation shall be admitted to or withdrawn from the Mortgage 
Investment Fund except as of such a valuation date. A 
reasonable period, not to exceed 7 days, following each val- 
uation date may be used to make the computations necessary 
to determine the value of the Fund and of the participations 
therein. No participation shall be admitted to or withdrawn 
from the Mortgage Investment Fund unless, on the basis of 
such valuation, the value of the assets of the Mortgage Invest~ 
ment Fund, exclusive of accrued income, is at least equal 
to the amount of the outstanding participations. No par- 
ticipation shall be admitted to or withdrawn from the Mort- 
gage Investment Fund unless a written request for or notice 
of intention of taking such action shall have been entered 
in the records of the bank and approved by the trust invest- 
ment committee, on or before the valuation date. No such 
reguest or notice may be canceled or countermanded after 
the valuation date. 


The first paragraph of subsection (d) (5) is amended to read 
as follows: 


(5) Miscellaneous lLimitations.—No funds of any trust 
shall be invested in a participation in a Mortgage Invest- 
ment Fund if such investment would result in such trust 
having invested in the aggregate in the Mortgage Invest- 
ment Fund an amount in excess of the sum of $1,200 or 2 
per cent of the amount of the outstanding participations 
in the Mortgage Investment Fund, whichever is greater at 
the time of investment, or in any event in excess of 
the sum of $10,000. If the bank administers more than one 
Mortgage Investment Fund, no investment shall be made which 


would cause any one trust to have invested in the aggregate 
in all such Mortgage Investment Funds an amount in excess of 
the sum of $10,000; and, if the bank administers Funds under 
both subsections (c) and (d) of this section, no invest~ 
ment shall be made which would cause any one trust to have 
invested in the aggregate in all such Funds an amount in 
excess of the sum of $50,000. In applying the limitations 
contained in this paragraph, if two or more trusts are cre- 
ated by the same settlor or settlors andas much as one~half 
of the income or principal or both of each trust is payable 
or applicable to the use of the same person or persons, such 
trust shall be considered as one. 
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TRUST POWERS OF NATIONAL BANKS 
AMENDMENT TO REGULATION F 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective May 20, 1949 footnote numbered 19 in Regulation 
is amended to read as follows: 


A readily marketable security within the meaning of this 
section means a security which is a direct obligation of 
the United States or which is the subject of frequent 
dealings inready markets with such frequent quotations 
of price as to make (a) the price easily and definitely 
ascertainable and (db) the security itself easy to realize 
upon by sale at any time. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should 
be addressed to the Federal Reserve Bank of 
the district in which the inquiry arises. 
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REGULATION F 


As amended effective February 5, 1951 


TRUST POWERS OF NATIONAL BANKS 


AUTHORITY FOR REGULATION 


This regulation is issued under authority of the provisions of section 
11(k) of the Federal Reserve Act, as amended, which, together with 
related provisions of law, are published in the Appendix hereto. 


SECTION 1. APPLICATIONS 

A national bank desiring to exercise any or all of the powers author- 
ized by section 11(k) of the Federal Reserve Act, as amended, shall 
make application to the Board of Governors of the Federal Reserve 
System for a special permit authorizing such national bank to exercise 
such powers. If the applying bank is not authorized to exercise any of 
such powers, the application should be made on Form 61; and if the 
applying bank is authorized to exercise one or more but not all of such 
powers, the application should be made on Form 61b. 

In the case of the organization of a new national bank, the conver- 
sion of a State bank or trust company into a national bank, or the 
consolidation of two or more national banks or of a State bank or 
trust company with a national bank under the charter of the latter, 
when none of the national banks involved in such consolidations is 
authorized to exercise trust powers, application for such a permit may 
be made in advance on behalf of the new, converted or consolidated 
national bank, and the permit may be issued simultaneously with the 
consummation of such organization, conversion or consolidation. Such 
application may be made by the organizers in the case of a new 
national bank, by the State bank or trust company in the case of a 
conversion, and by the national bank the charter of which is to be 
retained in the case of a consolidation. 

Each application made under the provisions of this section shall be 
executed and forwarded in duplicate, together with duplicate copies of 
any documents containing any information submitted with the appli- 
cation, to the Federal Reserve Bank of the district in which the apply- 
ing bank is located. 


SECTION 2. CONSIDERATION OF APPLICATIONS 
In passing upon an application for permission to exercise the fiduci- 
ary powers authorized by section 11(k) of the Federal Reserve Act, 
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as amended, the Board of Governors of the Federal Reserve System 
will give special consideration to the following matters: 


(a) Whether, under the provisions of section 11(k) of the Fed- 
eral Reserve Act, as amended, the bank has sufficient capital and 
surplus to render it eligible to receive permission to exercise the 
fiduciary powers applied for and whether the granting of any or 
all of such powers would be in contravention of State or local law; 

(b) The needs of the community for trust service of the kind 
applied for and the probable volume of such trust business avail- 
able to the bank; 

(c) The general condition of the bank, particularly the ade- 
quacy of its net capital and surplus funds in relation to the char- 
acter and condition of its assets and to its deposit liabilities and 
other corporate responsibilities, including the proposed exercise of 
trust powers; 

(d) The general character and ability of the management of 
the bank; 

(e) The nature of the supervision to be given to the proposed 
trust activities, including the qualifications and experience of the 
members of the proposed trust investment committee; 

(f) The qualifications, experience and character of the pro- 
posed executive officer or officers of the trust department; 

(g) Whether the bank has available competent legal counsel to 
advise and pass upon trust matters whenever necessary; and 

(h) Any other facts and circumstances that seem to it proper. 


SECTION 3. CONSOLIDATION OF TWO OR MORE NATIONAL BANKS 


Where two or more national banks consolidate under the provisions 
of the Act of Congress approved November 7, 1918,' as amended, and 
any one of such banks has, prior to such consolidation, received a 
permit from the Board of Governors of the Federal Reserve System to 
act in fiduciary capacities which is in force at the time of the con- 
solidation, the rights existing under such permit pass by operation of 
law to the consolidated bank and the consolidated bank may act in 
such fiduciary capacities in the same manner and to the same extent 
as the bank to which such permit was originally issued; and no new 
application to continue to act in such capacities is necessary. How- 
ever, in order that the records of the consolidated bank may be com- 
plete and that it may have convenient evidence of its right to exercise 
trust powers, the Board, upon receipt of advice from the Comptroller 
of the Currency that the consolidation has been consummated, will 
issue a certificate to the consolidated bank showing its right to exer- 





1 Applicable provisions of the Act of Congress approved November 7, 1918, as amended, are 
printed in the Appendix to this regulation. 
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cise the trust powers theretofore granted by the Board to any of the 
national banks taking part in the consolidation. 


SECTION 4. CONSOLIDATION OF STATE BANK WITH NATIONAL BANK 
Section 3 of the Act of Congress approved November 7, 1918,? as 
amended, authorizes any bank, trust company, savings bank, or other 
banking institution incorporated under the laws of any State or in the 
District of Columbia to be consolidated directly with a national bank 
located in the same State, county, city, town, or village under the 
charter of such national bank, and provides in effect that, when such 
consolidation is consummated, the consolidated national bank shall 
succeed to the specific fiduciary appointments, designations and nom- 
inations of the State institution at the time of the consolidation. It 
is not necessary for the national bank to have a permit from the 
Board of Governors of the Federal Reserve System in order to admin- 
ister the specific trusts to which it thus succeeds, but the provision 
does not confer upon the consolidated national bank the right to act 
generally in fiduciary capacities or to undertake any other trust busi- 
ness. Unless the national bank already has a permit from the Board 
of Governors of the Federal Reserve System to act in fiduciary capac- 
ities which is in force at the time of the consolidation, it will be 
necessary for the bank to obtain such a permit before undertaking to 
act generally in fiduciary capacities or to accept any other trust 
business. 
SECTION 5. CHANGE OF NAME 
If a national bank has received a permit from the Board of Gov- 
ernors of the Federal Reserve System to act in fiduciary capacities 
and subsequently, while the permit is in force, changes its name under 
the provisions of the Act of Congress approved May 1, 1886,° it is not 
necessary for the bank to make a new application to continue to act 
in such capacities. However, in order that the records of the bank 
may be complete and that it may have convenient evidence of its right 
to exercise trust powers under its new name, the Board, upon receipt 
of advice from the Comptroller of the Currency that such change in 
name has been legally effected, will issue a certificate to it under such 
new name evidencing its right to exercise the trust powers previously 
granted to it under its old name. 


SECTION 6. TRUST DEPARTMENT MANAGEMENT 

(a) Separate trust department.—Every national bank which obtains 
permission from the Board of Governors of the Federal Reserve System 
to act in a fiduciary capacity shall, before undertaking to act in such 





2 Section 3 of the Act of Congress approved November 7, 1918, as amended, is printed in the 


Appendix to this regulation. 
3 The applicable provisions of the Act of Congress approved May 1, 1886, are printed in the 


Appendix to this regulation. 
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capacity, establish a trust department which shall be separate and 
apart from every other department of the bank. 

(6) Directors’ supervision of trust department.—The board of 
directors is responsible for the investment of trust funds by the bank, 
the disposition of trust investments, the supervision of the trust de- 
partment, the determination of the policies of such department and 
for the review of the actions of all committees appointed by the board 
of directors for the conduct of the trust department. The acceptance 
of all trusts shall be approved by the board of directors or a com- 
mittee appointed by such board, and the closing out or relinquish- 
ment of all trusts shall be approved or ratified by the board of direc- 
tors or a committee appointed by such board; and such committee 
or committees shall be composed of capable and experienced officers 
or directors of the bank. Any such approval or ratification shall be 
recorded in the minutes of the board of directors or of such committee 
as the case may be. 

(c) Trust investment committee.—Before any such national bank 
undertakes to act in any fiduciary capacity, the board of directors of 
the bank shall appoint a trust investment committee which shall be 
composed of at least three members, who shall be capable and experi- 
enced officers or directors of the bank.* All investments of trust funds 
by the trust department of every such national bank shall be made, 
retained or disposed of only with the approval of the trust investment 
committee; and such committee shall keep minutes of all its meetings, 
showing the disposition of all matters considered and passed upon by 
it. Such committee shall, at least once during each period of twelve 
months, review all the assets held in or for each fiduciary account to 
determine their safety and current value and the advisability of retain- 
ing or disposing of them; and a report of all such reviews, together 
with the action taken as a result thereof, shall be noted in the minutes 
of the trust investment committee. Such committee may have such 
additional duties relating to the trust department as may be prescribed 
by the board of directors. 

(d) Executive officer.—Before any such national bank undertakes 
to act in any fiduciary capacity, its trust department shall be placed 
under the management and immediate supervision of an executive 
officer or officers qualified and competent to administer trusts, and the 
duties of such officer or officers shall be prescribed by the board of 
directors of the bank. Such duties shall be evidenced by the by-laws 
of the bank or by a resolution duly adopted by and entered in the 





4It is contemplated that there shall be a committee the members of which shall have a con- 
tinuity of responsibility for the discharge of the duties of the committee. However, alternates 
appointed by the board of directors may serve in place of regular members of the committee 
who are unable to serve on account of vacations, illness, or other good and sufficient reasons if 
the minutes of the committee show the reason for the service of such alternate in place of the 
regular member. 
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minutes of the board of directors. All officers and other persons taking 
part in the operation of the trust department shall be adequately 
bonded. 

(e) Competent legal counsel.—Every such national bank shall 
designate, employ or retain competent legal counsel who shall be 
readily available to pass upon trust matters and to advise with the 
bank and its trust department; but the bank shall not engage in the 
practice of law. 

(f) Principles of trust institutions.—Every such national bank shall 
conform to sound principles in the operation of its trust department.® 


SECTION 7. BOOKS AND ACCOUNTS 


(a) In general.—Every national bank which has received permis- 
sion from the Board of Governors of the Federal Reserve System to 
exercise fiduciary powers shall keep the books and records of the trust 
department separate and distinct from other records of the bank. All 
trust accounts opened shall be so kept as to enable the national bank 
to furnish such information or reports with respect thereto as may be 
required by the Comptroller of the Currency or the Board of Gov- 
ernors of the Federal Reserve System. The records of the trust depart- 
ment shall contain full information relating to each trust. 

(6) Record of pending litigation.—Every such national bank shall 
keep an adequate record of all litigation pending against it in connec- 
tion with its administration of any trust. 


SECTION 8. EXAMINATIONS OF TRUST DEPARTMENT 


In addition to examinations by examiners appointed by the Comp- 
troller of the Currency ° or designated by the Board of Governors of 
the Federal Reserve System, a committee of directors, exclusive of any 
active officers of the bank, shall, at least once during each period of 
twelve months, make suitable audits of the trust department or cause 
suitable audits of such department to be made by auditors responsible 
only to the board of directors, and shall, likewise at least once during 
each period of twelve months, ascertain by thorough examination made 
or caused to be made by such committee— 


(1) Whether a review of all tha assets in each trust as to their 
safety and current value and the advisability of retaining or dis- 


5 The Statement of Principles of Trust Institutions approved by the Executive Council of the 
American Bankers Association under date of April 11, 1933, is included in the Appendix to this 
regulation and is commended to banks operating trust departments. 

6 Section 11(k) of the Federal Reserve Act, as amended by the Banking Act of 1935, approved 
August 23, 1935, provides that ‘‘The State banking authorities may have access to reports of 
examination made by the Comptroller of the Currency in so far as such reports relate to the 
trust department of such bank, but nothing in this Act shall be construed as authorizing the 
State banking authorities to examine the books, records, and assets of such bank.’’ 

While this provision denies to the State banking authorities the right to examine the trust 
department of any national bank without the bank’s consent, it does not prohibit the bank from 
permitting an inspection of its records by any one it desires. 
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posing of them has been made in accordance with section 6(c) of 
this regulation; 

(2) Whether trust funds awaiting investment or distribution 
have been held uninvested or undistributed any longer than was 
reasonably necessary. 


Such committee shall promptly make a full report of such audits and 
examination, in writing, to the board of directors of the bank, together 
with a recommendation as to the action, if any, which may be neces- 
sary to correct any unsatisfactory conditions. The board of directors 
shall give due consideration to such report and recommendation, 
together with the latest report of examination by the Comptroller of 
the Currency or examiners designated by the Board of Governors of 
the Federal Reserve System‘ furnished to the bank, and shall take 
such steps as are appropriate to correct any criticized matters. A 
report of the audits and examination required under this section, 
together with the action taken thereon, shall be noted in the minutes 
of the board of directors; and such report shall be made a part of the 
records of the bank. 


SECTION 9. TRUST FUNDS AWAITING INVESTMENT OR DISTRIBUTION 


(a) In general.—Funds received or held by a national bank as 
fiduciary awaiting investment or distribution shall not be held unin- 
vested or undistributed by the bank any longer than is reasonably 
necessary. 

(6) Use in conduct of business of trustee bank.—Funds received or 
held by a national bank as fiduciary awaiting investment or distribu- 
tion shall not be used by the bank in the conduct of its business, unless 
the bank, under authorization by its board of directors, first delivers 
to the trust department, as collateral security— 


(1) Bonds, notes, bills, certificates of indebtedness or other 
direct obligations of the United States, or obligations fully guar- 
anteed by the United States as to principal and interest; or 

(2) Other readily marketable securities of the classes in which 
State trust companies or State banks exercising trust powers are 
authorized or permitted to invest trust funds under the laws of 
the State in which such national bank is located; or 

(3) Other readily marketable securities of the classes defined 


7 This does not relieve the board of directors of any responsibility for prompt consideration of, 
and action on, matters criticized in the latest report of examination by the Comptroller of the 
Currency or the Board of Governors of the Federal Reserve System furnished to the bank or 
for the prompt consideration and action on any matter coming to the attention of the board of 
directors from any other source which requires action for the protection of parties at interest. 
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as “investment securities” pursuant to section 5136 of the Revised 
Statutes of the United States, as amended.® 


The securities so deposited as collateral shall be owned by the na- 
tional bank and shall at all times be at least equal in market value to 
the amount of the trust funds so used in the conduct of the bank’s 
business.° 

SECTION 10. INVESTMENT OF TRUST FUNDS 


(a) Private trusts.—Funds received or held by a national bank as 
fiduciary shall, with the approval of the trust investment committee 
and subject to the rules of law applicable to fiduciaries, be invested 
promptly and in strict accordance with the will, deed or other instru- 
ment creating the trust. When the instrument creating the trust con- 
tains provisions expressly authorizing the bank, its officers or its di- 
rectors to exercise a discretion in the matter, funds received or held 
in trust shall be invested only with the approval of the trust investment 
committee. When such instrument does not specify the character or 
class of investments to be made and does not expressly vest in the 
bank, its officers or its directors a discretion in the matter, funds 
received or held in trust shall be invested, with the approval of the 
trust investment committee, in any investments in which corporate or 
individual fiduciaries in the State in which the bank is acting may 
lawfully invest. 

(6) Court trusts.—A national bank acting in any fiduciary capacity 
under appointment by a court of competent jurisdiction shall, subject 
to the supervision of the trust investment committee, make all invest- 
ments of funds received or held by it in trust under an order of that 
court, and copies of all such orders shall be filed and preserved with 
the records of the trust department of the bank. If the court order 
vests a discretion in the bank to invest funds received or held by it in 
trust, or if, under the laws of the State in which the bank is acting, 
corporate fiduciaries appointed by the court are permitted to exercise 


8 Section 5136 of the Revised Statutes of the United States, as amended, provides that as used 
in that section ‘‘the term ‘investment securities’ shall mean marketable obligations evidencing 
indebtedness of any person, copartnership, association, or corporation in the form of bonds, 
notes, and/or debentures commonly known as investment securities under such further definition 
of the term ‘investment securities’ as may by regulation be prescribed by the Comptroller of 
the Currency’’; and a copy of the regulation prescribed by the Comptroller under the authority 
of section 5136 may be obtained upon request made to his office. 

9 Section 11(k) of the Federal Reserve Act, as amended, requires that the national bank shall 
set aside in the trust department ‘‘United States bonds or other securities approved by the Board 
of Governors of the Federal Reserve System.’’ This subsection of this regulation is intended as 
a general approval by the Board of all securities which comply with the requirements thereof 
and the Board will not give specific approval to any particular securities. 

If a national bank desires to substitute securities for securities already deposited in the trust 
department as collateral for trust funds used in the conduct of the business of such bank, such 
a substitution may be made provided the substituted securities comply with the requirements of 
this subsection and the substituted securities and other securities so deposited as collateral at all 
times are at least equal in market value to the amount of trust funds so used in the conduct 
of the bank’s business. 
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such a discretion, the bank, with the approval of the trust investment 
committee, shall invest such funds in any investments in which corpo- 
rate or individual fiduciaries in the State in which the bank is acting 
may lawfully invest. 

(c) Collective investment of trust'!® funds.—Funds received or held 
by a national bank as fiduciary shall not be invested collectively ™ 
except as permitted in section 17 of this regulation. 


SECTION 11. PURCHASE OR SALE OF TRUST ASSETS TO OR FROM TRUSTEE BANK 
OR ITS DIRECTORS, OFFICERS OR EMPLOYEES ” 

(a) Obligations of trustee bank or its directors, officers, etc.—Funds 
received or held by a national bank as fiduciary shall not be invested 
in stock or obligations of, or property acquired from, the bank or its 
directors, officers, or employees, or their interests,'* or in stock or obli- 
gations of, or property acquired from, affiliates of the bank. 

(b) Sale or transfer of trust assets to trustee bank or its directors, 
officers, etc.—Trust assets shall not be sold or transferred to the na- 
tional bank, to its directors, officers, or employees, or their interests," 
or to affiliates of the bank, except that, in cases in which the bank has 
been advised by its counsel in writing that it has incurred a contingent 
or potential lability to a trust and desires to relieve itself from such 
hability, such a sale or transfer may be made with the approval of the 
board of directors; provided that in all such cases the bank, upon the 
consummation of the sale or transfer, shall reimburse the trust involved 
in cash or other acceptable assets. 

(c) Dealings between trust accounts.—A national bank acting as 
fiduciary shall not make any advance to any trust from the funds 
belonging to any other trust, except when the making of such advances 
to a designated trust is specifically authorized by the trust instrument 
covering the trust from which such advances are made. 


10 Unless the context otherwise indicates, the term “trust,’’ as used in this section or in any 
other part of this regulation, refers to any fiduciary relationship which a national bank is 
authorized to enter into under the provisions of section 11(k) of the Federal Reserve Act. 

11 This does not prevent the bank from investing the funds of several trusts in a single real 
estate loan if the bank owns no participation in the loan and has no interest therein except in its 
capacity as fiduciary. 

12 The requirements of this section shall not be deemed to prohibit the making of any invest- 
ments or the carrying out of any transactions which are expressly required by the instrument 
creating the trust or are specifically authorized by court order. 

13 Under recognized principles of sound practice regarding the handling of trust assets, a trus- 
tee or other fiduciary should not have any interest, direct or indirect, in the assets of a trust 
except as a fiduciary; and the requirements of this section contemplate that the national bank 
will not invest trust funds in the stock or obligations of, or property acquired from, any organi- 
zation in which officers, directors, or employees of the bank have such an interest as might affect 
the exercise of the best judgment of the management of the bank in investing trust funds and 
that the national bank will not sell or transfer trust assets to any organization in which the 
officers, directors, or employees of the bank have such an interest as might affect the exercise 
of the best judgment of the management of the bank in selling or transferring trust assets. 
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SECTION 12. CUSTODY OF TRUST SECURITIES AND INVESTMENTS 


The securities and investments of each trust shall be kept separate 
from the properties of the bank, and the securities and investments 
of each trust also shall be kept separate from those of all other trusts 
except as provided in subsection (c) of section 10 and section 17 of 
this regulation.’* Trust securities and investments shall be placed in 
the joint custody of two or more officers or employees of the bank desig- 
nated for that purpose by the board of directors of the bank; and 
all such officers and employees shall be adequately bonded. 


SECTION 13. DEPOSIT OF SECURITIES WITH STATE AUTHORITIES 


Whenever the laws of a State require corporations acting in a fidu- 
clary capacity to deposit securities with the State authorities for the 
protection of private or court trusts, every national bank in that State 
which obtains permission from the Board of Governors of the Federal 
Reserve System to act in fiduciary capacities shall, before undertaking 
to act in any fiduciary capacity, make a similar deposit of securities 
with the State authorities. If the State authorities refuse to accept 
such a deposit, the securities shall be deposited with the Federal Re- 
serve Bank of the district in which such national bank is located and 
such securities shall be held for the protection of private or court trusts 
with like effect as though the securities had been deposited with the 
State authorities. 


SECTION 14. COMPENSATION OF BANK 


(a) In general.—If the amount of the fee or compensation for act- 
ing in a fiduciary capacity is not regulated by State law or stipulated 
or provided for in the instrument creating the trust, a national bank 
acting in such capacity may charge or deduct not more than a reason- 
able fee or compensation for its services. When the bank is acting in 
a fiduciary capacity under appointment by a court, it may receive such 
fee or compensation as shall be lawfully allowed or approved by that 
court. All income derived from the investment of the funds of a trust, 
less a proper fee or compensation and all other proper charges, shall be 
paid over to, or credited to the account of, such trust. 

(b) Officer or employee of bank as co-fiduciary.—No national bank 
shall, except with the specific approval of its board of directors, permit 
any of its officers or employees, while serving as such, to retain any 
fee or other compensation for acting as a co-fiduciary with the bank in 
the administration of any trust accepted or undertaken by it. 





14 This does not prevent the bank from investing the funds of several trusts in a single real 
estate loan if the bank owns no participation in the loan and has no interest therein except as 
trustee or other fiduciary. 
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SECTION 15. INSOLVENCY OR VOLUNTARY LIQUIDATION OF BANK 


(a) Insolvency.x—Whenever a national bank exercising fiduciary 
powers becomes insolvent and a receiver is appointed therefor by the 
Comptroller of the Currency, such receiver shall, pursuant to the in- 
structions of the Comptroller and to the orders of the court or courts 
of appropriate jurisdiction, proceed to close such trusts and estates as 
can be closed promptly and transfer all other trusts and estates to 
properly appointed substitute fiduciaries. 

(6) Voluntary liquidation.—Whenever a national bank exercising 
fiduciary powers is placed in voluntary liquidation, the liquidating 
agent shall, in accordance with the laws of the State in which such 
national bank is located, proceed at once to liquidate the affairs of 
the trust department as follows: 


1. All court trusts and estates under the jurisdiction of a court 
shall be closed or disposed of as soon as practicable in accordance 
with the orders or instructions of the court having jurisdiction. 

2. All voluntary trusts which can be closed promptly shall be 
closed as soon as practicable and final accounting made therefor. 

3. All other trusts shall be transferred by appropriate legal pro- 
ceedings to properly appointed substitute fiduciaries. 


SECTION 16. SURRENDER OF TRUST POWERS 


(a) Procedure.—Any national bank which has been granted the 
right by the Board of Governors of the Federal Reserve System to 
act in any fiduciary capacity or capacities and which desires to sur- 
render such right shall signify such desire through a resolution duly 
adopted by, and recorded in the minutes of, its board of directors. A 
properly certified copy of such resolution shall be filed with the Fed- 
eral Reserve Bank of the district in which such national bank 1s located 
and shall be accompanied by (1) a letter stating the reason why, or 
the purpose for which, such national bank wishes to surrender its right 
to exercise trust powers, unless such reason or purpose shall have been 
amply stated in the resolution itself, (2) the permit or permits 
previously issued by the Board to such national bank granting it the 
right to act in any fiduciary capacity, and (3) any certificate or certifi- 
cates previously issued to such national bank by the Board under the 
provisions of sections 3 and 5 of this regulation, except that, in case 
any such permit or certificate shall have been lost or destroyed, an 
affidavit by any officer of such national bank as to such loss or destruc- 
tion shall be filed in lieu of such lost or destroyed permit or certificate. 

(6) Words “Trust Company” as part of bank’s title.—Before issuing 
the certificate described in subsection (d) of this section of this regu- 
lation, the Board will require any national bank which desires to sur- 
render its right to exercise trust powers, and which has the words “trust 
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company” as part of its title, to eliminate such words from the title. 
The elimination of such words involving a change in the name of the 
bank is a matter within the jurisdiction of the Comptroller of the 
Gurrency. Such a national bank, therefore, at the time of the adoption 
of the resolution referred to in subsection (a) of this section of this 
regulation, should communicate with the Comptroller of the Currency 
for advice as to the procedure it will be necessary for it to pursue in 
order to eliminate such words. Advice that such national bank has 
taken this step should be given, in writing, to the Federal Reserve 
Bank at the time of the filing of the documents required by subsection 
(a) of this section of this regulation. 

(c) Examination of trust department.—Upon receipt of the docu- 
ments referred to in subsection (a) of this section of this regulation, 
the Board will request the Comptroller of the Currency, upon the 
occasion of the next regular examination of such national bank, to 
have one of his examiners make an investigation of the trust depart- 
ment of the bank in order to determine whether the bank, pursuant 
to authority granted to it under section 11(k) of the Federal Reserve 
Act, has actually accepted or undertaken the exercise of any trust; 
and, if so, whether it appears from the records of the trust department 
in the case of each trust so accepted or undertaken— 


(1) That all assets and papers belonging to the trust estate have 
been delivered by the bank to the person or persons entitled to 
receive them; and 

(2) That the duties of the bank as fiduciary have been com- 
pletely performed and that the bank has been discharged or other- 
wise properly relieved of all of its duties as fiduciary. 


In exceptional cases, the Board may make, or may request the 
Comptroller of the Currency to make, a special examination of the 
trust department of such national bank in order to obtain the informa- 
tion referred to in this subsection. 

(d) Certificate of Board of Governors of the Federal Reserve Sys- 
tem.—If, upon the basis of the examination referred to in subsection 
(c) of this section of this regulation, the Board shall be satisfied that 
the national bank desiring to surrender its right to exercise trust 
powers has never accepted or undertaken to exercise any trust or that 
its duties as fiduciary have been completely performed and that it 
has been discharged or otherwise properly relieved of all of its duties 
as fiduciary, and if, in the case of a national bank the title of which 
previously had included the words “trust company”, the Board shall 
also be satisfied, from advice received from the Comptroller of the 
Currency, that the bank has properly eliminated these words from its 
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title, the Board may, in its discretion, issue to such national bank a 
certificate certifying that such bank is no longer authorized to exercise 
any of the trust powers conferred upon it by the Board.’ 


SECTION 17. COMMON TRUST FUNDS 


(a) In general.—Funds received or held by a national bank as 
fiduciary may be invested collectively in any Common Trust Fund 
established and maintained in accordance with the provisions of this 
section whenever the laws of the State in which the national bank is 
located authorize or permit such investments by State banks, trust 
companies, or other corporations which compete with national banks: 
Provided, however, That funds shall not be invested in a Common 
Trust Fund of the type provided for in subsection (d) of this section 
unless such investments are specifically authorized by the State 
statutes. 

As used in this regulation the term “Common Trust Fund’ means 
a fund maintained by a national bank exclusively for the collective 
investment and reinvestment of moneys contributed thereto by the 
bank in its capacity as trustee, executor, administrator, or guardian." 

The purpose of this section is to permit the use of Common Trust 
Funds, as defined in section 169 of the Internal Revenue Code,’ for 
the investment of funds held for true fiduciary purposes; and the opera- 
tion of such Common Trust Funds as investment trusts for other than 
strictly fiduciary purposes is hereby prohibited. No bank administer- 
ing a Common Trust Fund shall issue any document evidencing a 
direct or indirect interest in such Common Trust Fund in any form 
which purports to be negotiable or assignable. The trust investment 
committee of a bank operating a Common Trust Fund shall not 
permit any funds of any trust to be invested in a Common Trust Fund 
if it has reason to believe that such trust was not created or is not 
being used for bona fide fiduciary purposes. A bank administering a 
Common Trust Fund shall not, in soliciting business or otherwise, 
publish or make representations which are inconsistent with this par- 
agraph or the other provisions of this regulation and, subject to the 
applicable requirements of the laws of any State, shall not advertise 
or publicize the earnings realized on any Common Trust Fund or the 
value of the assets thereof. 

15 Section 11(k) of the Federal Reserve Act provides that, upon the issuance of such a certificate 
by the Board, ‘‘such bank (1) shall no longer be subject to the provisions of this subsection or 
the regulations of the Board of Governors of the Federal Reserve System made pursuant thereto, 
(2) shall be entitled to have returned to it any securities which it may have deposited with the 
State authorities for the protection of private or court trusts, and (3) shall not exercise there- 
after any of the powers granted by this subsection without first applying for and obtaining a 
new permit to exercise such powers pursuant to the provisions of this subsection.’’ 

16 As used in this regulation, the term ‘‘guardian’’ means guardian or committee of the estate 
of an infant, incompetent, or absentee, by whatever name known in the State in which a par- 


ticular national bank is located. 
1 For applicable provisions of the Internal Revenue Code, see Appendix. 
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Common Trust Funds administered under this section shall be sub- 
ject to the following requirements: 


(1) Assets in a Common Trust Fund shall be considered as 
assets held by the bank as fiduciary ; 

(2) A bank administering a Common Trust Fund shall not 
invest any of its own funds in such Common Trust Fund and if a 
bank, because of a creditor relationship or any other reason, ac- 
quires any interest in a participation in a Common Trust Fund 
under its administration the participation shall be withdrawn on 
the first date on which such withdrawal can be effected in accord- 
ance with the provisions of this section; 

(3) A bank administering a Common Trust Fund shall not 
have any interest’® in the assets held in such Common Trust 
Fund, other than in its capacity as fiduciary, except to the extent 
permitted for a temporary period as provided in the immediately 
preceding paragraph. 


(6) Common Trust Funds for investment of small amounts.—Sub- 
ject to all other provisions of this regulation except subsections (c) 
and (d) of this section, cash balances received or held by a bank in 
its capacity as trustee, executor, administrator, or guardian, which 
the bank considers to be individually too small to be invested sepa- 
rately to advantage may be invested, with the approval of the trust 
investment committee, in participations in a Common Trust Fund, 
provided the total investment of the funds of any one trust in one or 
more such Common Trust Funds shall not exceed $1,200. 

(c) Common Trust Funds for general investment.—Subject to all 
other provisions of this regulation except subsections (6) and (d) of 
this section, funds received or held by a bank in its capacity as 
trustee, executor, administrator, or guardian may be invested in par- 
ticipations in a Common Trust Fund administered pursuant to the 
provisions of this subsection. All participations in such a Common 
Trust Fund shall be on the basis of a proportionate interest in all of 
the assets of the Common Trust Fund. 


(1) Common Trust Fund to be operated under written: plan.— 
Each Common Trust Fund administered by a bank shall be 
established and maintained in accordance with a written plan 
(referred to herein as the Plan) approved by a resolution of the 
bank’s board of directors and approved in writing by competent 
legal counsel. The Plan shall provide that the Common Trust 





18 A bank shall not be deemed to have an interest in assets in which collective investments are 
made merely because of the fact that the bank owns in its own right other stocks, or bonds or 
other obligations of a person, firm, or corporation, the stocks, or bonds or other obligations of 
which are among the assets of a Common Trust Fund. 
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Fund shall be administered in conformity with the rules and 
regulations, prevailing from time to time, of the Board of Gov- 
ernors of the Federal Reserve System pertaining to the collec- 
tive investment of trust funds by national banks, and shall con- 
tain full and detailed provisions not inconsistent with the pro- 
visions of such rules and regulations as to the manner in which 
the Common Trust Fund is to be operated, including provisions 
relating to the investment powers of the bank with respect to 
the Common Trust Fund, the allocation of income, profits and 
losses, the terms and conditions governing the admission or with- 
drawal of participations in the Common Trust Fund, the audit- 
ing and settlement of accounts of the bank with respect to the 
Common Trust Fund, the basis and method of valuing assets in 
the Common Trust Fund, the basis upon which the Common 
Trust Fund may be terminated, and such other matters as may 
be necessary to define clearly the rights of participants in the 
Common Trust Fund. <A copy of the Plan shall be available 
at the principal office of the bank for inspection, during all bank- 
ing hours, to any person having an interest in a trust any funds 
of which are invested in a participation in the Common Trust 
Fund; and upon reasonable request a copy of the Plan shall be 
furnished to such person. 

(2) Trust investment committee to approve participation.— 
No funds of a trust shall be invested in a participation in a 
Common Trust Fund without the approval of the trust invest- 
ment committee. Before permitting any funds of any trust 
to be invested in a participation in a Common Trust Fund, 
the trust investment committee shall review the investments 
comprising the Common Trust Fund; and, if it finds that any 
such investment is one in which funds of such trust might not 
lawfully be invested at that time, funds of such trust shall not 
be invested in a participation in such Common Trust Fund. 

At the time of making the first investment of funds of a 
trust in any Common Trust Fund, the bank shall send a notice 
of such investment to each person to whom a regular periodic 
accounting ordinarily would be rendered, except that such notices 
need not be sent to a court unless required by the court, and 
except that such notices need not be sent where the trust instru- 
ment specifically authorizes investments in Common Trust Funds. 

(3) Common Trust Fund to be audited annually—A bank 
administering a Common Trust Fund shall, at least once during 
each period of twelve months, cause an audit to be made of 
the Common Trust Fund by auditors responsible only to the 
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board of directors of the bank. The report of such audit shall 
include a list of the investments comprising the Common Trust 
Fund at the time of the audit which shall show the valuation 
placed on each item on such list by the trust investment com- 
mittee of the bank as of the date of the audit, a statement of 
purchases, sales and any other investment changes and of in- 
come and disbursements since the last audit, and appropriate com- 
ments as to any investments in default as to payment of principal 
or interest. The reasonable expenses of any such audit made by 
independent public accountants may be charged to the Common 
Trust Fund. 


The bank shall, without charge, send a copy of the latest re- 
port of such audit annually to each person to whom a regular 
periodic accounting of the trusts participating in the Common 
Trust Fund ordinarily would be rendered or shall send advice 
to each such person annually that the report is available and 
that a copy will be furnished without charge upon request. 
Except as may be required by the applicable laws of any State, 
the bank shall not publish or authorize the publication of any 
such report or the information contained therein and each copy 
furnished to any person as herein provided must bear a state- 
ment to the effect that the publication of such copy or the 
information contained therein is unauthorized. 


(4) Value of assets to be determined periodically.—Not less 
frequently than once during each period of three months the 
trust investment committee of a bank administering a Common 
Trust Fund shall determine the value of the assets in the 
Common Trust Fund as of the dates which the Plan provides for 
the valuation of assets. No participation shall be admitted to 
or withdrawn from the Common Trust Fund except (1) on the 
basis of such valuation and (2) as of such a valuation date. 
A reasonable period, not to exceed 7 days, following each valua- 
tion date may be used to make the computations necessary to 
determine the value of the Fund and of the participations therein. 
No participation shall be admitted to or withdrawn from the 
Common Trust Fund unless a written request for or notice of 
intention of taking such action shall have been entered in 
the records of the bank and approved by the trust investment 
committee, on or before the valuation date. No such request 
or notice may be canceled or countermanded after the valuation 
date. 


(5) Miscellaneous limitations——No funds of any trust shall 
be invested in a participation in a Common Trust Fund if such 
investment would result in such trust having invested in the 
aggregate in the Common Trust Fund an amount in excess of 
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10 per cent of the value of the assets of the Common Trust Fund 
at the time of investment, as determined by the trust invest- 
ment committee, or the sum of $100,000, whichever is less. If 
the bank administers more than one Common Trust Fund under 
this subsection, no investment shall be made which would cause 
any one trust to have invested in the aggregate in all such 
Common Trust Funds an amount in excess of the sum of $100,- 
000; and, if the bank administers Funds under both subsec- 
tions (c) and (d) of this section, no investment shall be made 
which would cause any one trust to have invested in the aggre- 
gate in all such Funds an amount in excess of the sum of $100,000. 
In applying the limitations contained in this paragraph, if two 
or more trusts are created by the same settlor or settlors and as 
much as one-half of the income or principal or both of each 
trust is payable or applicable to the use of the same person or 
persons, such trusts shall be considered as one. 


No investment for a Common Trust Fund shall be made in 
stocks, or bonds or other obligations of any one person, firm or 
corporation which would cause the total amount of investment in 
stocks, or bonds or other obligations issued or guaranteed by such 
person, firm, or corporation to exceed 10 per cent of the value of 
the Common Trust Fund, as determined by the trust investment 
committee, provided that this limitation shall not apply to in- 
vestments in obligations of the United States or for the payment 
of the principal and interest of which the faith and credit of the 
United States shall be pledged. 

No investment for a Common Trust Fund shall be made in any 
one class of shares of stock of any one corporation which would 
cause the total number of such shares held by the Common Trust 
Fund to exceed 5 per cent of the number of such shares out- 
standing. If the bank administers more than one Common Trust 
Fund no investment shall be made which would cause the aggregate 
investment for all such Common Trust Funds in shares of stock 
of any one corporation to exceed such limitation. 

Any bank administering a Common Trust Fund shall have the 
responsibility of maintaining in cash and readily marketable se- 
curities!® such part of the assets of the Common Trust Fund as 
shall be deemed by the bank to be necessary to provide adequately 
for the needs of participating trusts and to prevent inequities be- 
tween such trusts. In any event, prior to any admissions to or 
withdrawals from a Common Trust Fund, the trust investment 
committee shall determine what percentage of the value of the 
assets of a Common Trust Fund is composed of cash and readily 


19 A readily marketable security within the meaning of this section means a security which is a 
direct obligation of the United States or which is the subject of frequent dealings in ready markets 
with such frequent quotations of price as to make (a) the price easily and definitely ascertainable 
and (b) the security itself easy to realize upon by sale at any time. 
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marketable securities; and if such committee determines that, after 
effecting the admissions and withdrawals which are to be made 
pursuant to notice given as required in subdivision (4) of this 
subsection, less than 40 per cent of the value of the remaining assets 
of the Common Trust Fund would be composed of cash and 
readily marketable securities, no admissions to or withdrawals from 
the Common Trust Fund shall be permitted as of the valuation 
date upon which such determination is made, except that ratable 
distribution upon all participations is not prohibited. 

(6) Distribution upon withdrawal of participation —When par- 
ticipations are withdrawn from a Common Trust Fund distribu- 
tions may be made in cash or ratably in kind, or partly in cash 
and partly ratably in kind, provided that all distributions as of 
any one valuation date shall be made on the same basis. Before 
any distribution in cash is made, the trust investment committee 
shall determine whether any investment remaining in the Com- 
mon Trust Fund would be unlawful for one or more participating 
trusts 1f funds of such trusts were being invested at that time; and 
no distribution shall be made in cash until any such unlawful 
investment shall have been eliminated from the Common Trust 
Fund either through sale, distribution in kind, or segregation as 
provided in the subdivision immediately following hereafter. 

(7) Segregation of investments.—If for any reason an invest- 
ment is withdrawn in kind from a Common Trust Fund for the 
benefit of all trusts participating in the Common Trust Fund at the 
time of such withdrawal and such investment is not distributed 
ratably in kind it shall be segregated and administered or realized 
upon for the benefit ratably of all trusts participating in the Com- 
mon Trust Fund at the time of withdrawal. 

(8) Management of Common Trust Fund and fees.—A national 
bank administering a Common Trust Fund shall have the exclusive 
management thereof and shall not charge a fee for the management 
of the Common Trust Fund, or receive, either from the Common 
Trust Fund or from any trusts the funds of which are invested in 
participations therein, any additional fees, commissions, or com- 
pensations of any kind by reason of such participation. The bank 
shall not pay a fee, commission, or compensation out of the Com- 
mon Trust Fund for management. Nothing in this paragraph 
shall be construed as prohibiting a bank from reimbursing itself 
out of a Common Trust Fund for such reasonable expenses in- 
curred by it in the administration thereof as would have been 
chargeable to the respective participating trusts if incurred in the 
separate administration of such participating trusts. 
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(9) Effect of mistakes—No mistake made in good faith and 
in the exercise of due care in connection with the administration of 
a Common Trust Fund shall be deemed to be a violation of this 
regulation if promptly after the discovery of the mistake the bank 
takes whatever action may be practicable in the circumstances to 
remedy the mistake. 


(d) Common Trust Funds composed principally of mortgages 
(Mortgage Investment Funds).—Subject to all other provisions of 
this regulation except subsections (b) and (c) of this section,”° funds 
received or held by a bank in its capacity as trustee, executor, ad- 
ministrator, or guardian may be invested in participations in a Com- 
mon Trust Fund administered pursuant to the provisions of this sub- 
section (hereinafter referred to as a ‘Mortgage Investment Fund’’). 
All admissions and withdrawals of participations in a Mortgage Invest- 
ment Fund shall be made on the basis of the actual amount invested by 
each participant, and, except in final liquidation of a Mortgage Invest- 
ment Fund, participants therein shall not have an interest in reserves 
accumulated or enhancement in the value of assets, except such as may 
be distributable as income. 


(1) Mortgage Investment Fund to be operated under written 
plan.—Each Mortgage Investment Fund shall be subject to the 
provisions of subdivision (1) of subsection (c) of this section. 

(2) Trust investment committee to approve participation—No 
funds of a trust shall be invested in a participation in a Mort- 
gage Investment Fund without the approval of the trust invest- 
ment committee. Before permitting any funds of any trust to 
be invested in a participation in a Mortgage Investment Fund, 
the trust investment committee shall review the assets comprising 
the Mortgage Investment Fund; and, if it finds that the condition 
of the Mortgage Investment Fund is such that the funds of such 
trust might not lawfully be invested in a participation therein at 
that time, or that such investment would be contrary to the pro- 
visions of this subsection, funds of such trust shall not be so 
invested. 

At the time of making the first investment of funds of a trust 
in any Mortgage Investment Fund, the bank shall send a notice 
of such investment to each person to whom a regular periodic 
accounting ordinarily would be rendered, except that such notices 
need not be sent to a court unless required by the court, and 
except that such notices need not be sent where the trust instru- 





* Note, however, that certain provisions of subsection (c) are incorporated in this subsection 
by reference. 
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ment specifically authorizes investments in Mortgage Investment 
Funds. 

(3) Mortgage Investment Fund to be audited annually.—Each 
Mortgage Investment Fund shall be subject to the provisions of 
subdivision (3) of subsection (c) of this section. 

(4) Value of assets to be determined periodically—Not less 
frequently than once during each period of three months the 
trust investment committee of a bank administering a Mortgage 
Investment Fund shall determine the value of the assets in the 
Mortgage Investment Fund as of the dates which the Plan pro- 
vides for the valuation of assets. No participation shall be ad- 
mitted to or withdrawn from the Mortgage Investment Fund 
except as of such a valuation date. A reasonable period, not to 
exceed 7 days, following each valuation date may be used to 
make the computations necessary to determine the value of the 
Fund and of the participations therein. No participation shall 
be admitted to or withdrawn from the Mortgage Investment 
Fund unless, on the basis of such valuation, the value of the 
assets of the Mortgage Investment Fund, exclusive of accrued 
income, is at least equal to the amount of the outstanding par- 
ticipations. No participation shall be admitted to or withdrawn 
from the Mortgage Investment Fund unless a written request 
for or notice of intention of taking such action shall have been 
entered in the records of the bank and approved by the trust 
investment committee, on or before the valuation date. No such 
request or notice may be canceled or countermanded after the 
valuation date. 


The real estate securing each obligation contained in a Mort- 
gage Investment Fund and any real estate contained in the Mort- 
gage Investment Fund shall be appraised at least once every three 
years by two persons, one of whom shall not have participated in 
the last preceding appraisal of the particular property for the 
purposes of the Mortgage Investment Fund. Such persons shall 
be appointed by the bank’s board of directors and shall, in the 
opinion of the board, be familiar with real estate values in the 
vicinity in which any such real estate is situated and qualified 
to make such appraisals. The persons appointed shall actually 
inspect such real estate and shall so certify in a written certificate 
of appraisal, which shall be filed and preserved in the bank’s 
records. 

The trust investment committee shall require more frequent 
appraisals of all properties or any particular property if such 
action is deemed by the committee to be necessary to enable it 
properly to discharge the duties imposed upon it by this subsection. 
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(5) Miscellaneous limitations—No funds of any trust shall 
be invested in a participation in a Mortgage Investment Fund 
if such investment would result in such trust having invested 
in the aggregate in the Mortgage Investment Fund an amount 
in excess of the sum of $1,200 or 2 per cent of the amount of the 
outstanding participations in the Mortgage Investment Fund, 
whichever is greater at the time of investment, or in any event 
in excess of the sum of $10,000. If the bank administers more 
than one Mortgage Investment Fund, no investment shall be 
made which would cause any one trust to have invested in the 
aggregate in all such Mortgage Investment Funds an amount in 
excess of the sum of $10,000; and, if the bank administers Funds 
under both subsections (c) and (d) of this section, no invest- 
ment shall be made which would cause any one trust to have 
invested in the aggregate in all such Funds an amount in excess 
of the sum of $50,000. In applying the limitations contained 
in this paragraph, if two or more trusts are created by the same 
settlor or settlors and as much as one-half of the income or 
principal or both of each trust is payable or applicable to the 
use of the same person or persons, such trust shall be considered 
as one. | 

No investment for a Mortgage Investment Fund shall be made 
in obligations of any one person, firm, or corporation which would 
cause the total amount of investment in obligations issued or guar- 
anteed by such person, firm, or corporation to exceed 10 per cent 
of the amount of the outstanding participations in the Mortgage 
Investment Fund, provided that this limitation shall not apply to 
investments in obligations of the United States or for the pay- 
ment of the principal and interest of which the faith and credit of 
the United States shall be pledged. 

The unpaid balance of any obligation secured by real estate 
in which the funds of a Mortgage Investment Fund are invested 
shall not exceed $10,000 on the date of the investment therein 
unless the aggregate amount of all outstanding participations in 
the Mortgage Investment Fund exceeds $200,000, in which event 
the unpaid balance of such obligation shall not exceed 5 per cent 
of the amount of such outstanding participations or $50,000, which- 
ever amount is less. 

Any bank administering a Mortgage Investment Fund shall have 
the responsibility of maintaining in cash such part of the assets of 
the Mortgage Investment Fund as shall be deemed by the bank to 
be necessary to provide adequately for the needs of participating 
trusts and to prevent inequities between such trusts. No invest- 
ment of the moneys of a Mortgage Investment Fund shall be made 
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if following such investment the cash balance, exclusive of col- 
lected income on hand, in the Mortgage Investment Fund would 
be less than an amount equal to 5 per cent of the total amount 
of all outstanding participations in the Mortgage Investment 
Fund. Unless, upon computing the amount of the admissions and 
withdrawals which are to be made as of any valuation date pur- 
suant to notice given as required in subdivision (4) of this sub- 
section, the trust investment committee determines that there will 
be sufficient cash in the Mortgage Investment Fund to permit all 
such withdrawals, no admissions to or withdrawals from the 
Mortgage Investment Fund shall be permitted as of such valuation 
date. 

Unless the trust investment committee determines that, after 
effecting the admissions and withdrawals which are to be made 
as of any valuation date pursuant to notice given as required in 
subdivision (4) of this subsection, the amount of investments of 
a Mortgage Investment Fund represented by assets in which 
moneys of the Mortgage Investment Fund could not then be 
invested under the provisions of subdivision (8) of this sub- 
section will not exceed 10 per cent of the amount of the outstand- 
ing participations in the Mortgage Investment Fund, no admis- 
sions to or withdrawals from the Mortgage Investment Fund 
shall be permitted as of such valuation date. 

(6) Reserve account and distribution of income.—In each 
Mortgage Investment Fund the bank shall establish and main- 
tain a reserve account as part of the principal thereof, to which, 
to the extent available, all realized losses shall be charged. Any 
realized gain in the value of assets of a Mortgage Investment 
Fund, other than income, shall be credited to such reserve 
account. 

At least semiannually a bank administering a Mortgage In- 
vestment Fund shall determine the net income of the Mortgage 
Investment Fund during the period since the last determination 
thereof. At the close of each earning period, if the total amount 
contained in such reserve account is less than 10 per cent of the 
total amount of all outstanding participations in the Mortgage In- 
vestment Fund, the bank shall transfer to the reserve account, out 
of the net income of the Mortgage Investment Fund, such amount 
as the bank shall determine to be proper under the circumstances. 
The total amount so to be transferred to the reserve account 
during any year shall not be less than 10 per cent of the amount 
of the gross income of the Mortgage Investment Fund for such 
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year or more than one per cent of the average of the total 
amounts of all outstanding participations in the Mortgage 
Investment Fund at the close of each earning period. No such 
transfers to the reserve account shall be made which will cause 
the amount contained therein to exceed 10 per cent of the amount 
of all outstanding participations. 

The balance of the net income remaining after transferring 
the appropriate part thereof, if any, to the reserve account, shall 
thereupon be distributed to the owners of the outstanding parti- 
cipations in the Mortgage Investment Fund in proportion to the 
amounts of their participations and the period of time owned 
since the previous determination of net income. 

(7) Withdrawal of participation in a Mortgage Investment 
Fund.—Upon the withdrawal of a participation of any trust prior 
to termination and final liquidation of a Mortgage Investment 
Fund, such trust shall be entitled to be paid in cash the total 
amount of the funds of such trust invested in the participation, 
with net income thereon to the date of such payment, but such 
income shall not be paid until the amount thereof shall have 
been determined at the close of the current earning period. 

Upon the termination and final liquidation of a Mortgage 
Investment Fund, all assets of the Mortgage Investment Fund 
shall be distributed among the owners of the participations at 
that time in proportion to the amounts thereof. 

(8) Investment of moneys of Mortgage Investment Funds.— 
The moneys of a Mortgage Investment Fund shall be invested 
in— 

(A) Oblhgations secured by real estate which, at the date 
of the investment, are legal for investment of trust funds 
under the laws of the State in which the bank is located 
and are insured by the Federal Housing Administrator, hav- 
ing been insured prior to the first day of July 1939, pursuant 
to the provisions of Title II of the National Housing Act, 
approved the 27th day of June 1934, as amended, or having 
been so insured thereafter, with like force and effect, pur- 
suant to any revision or extension of the provisions of the 
said Act; or 

(B) Obligations secured by real estate which, at the date 
of the investment, are legal for investment of trust funds 
under the laws of the State in which the bank is located 
and are of the kind which might be acquired by a national 
bank under the provisions for making amortized loans con- 
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tained in the third sentence of section 24 of the Federal 
Reserve Act; or 
(C) Obligations secured by real estate which, at the date 
of the investment, are legal for investment of trust funds 
under the laws of the State in which the bank is located, 
which are payable within 20 years, and which either provide 
for semiannual payments reducing the principal thereof an- 
nually in an amount equal to at least 5 per cent of the 
amount of the principal on the date of investment, or pro- 
p vide for the amortization of the total unpaid principal 
amount of such mortgage on the date of investment by 
equal monthly payments during the term of such mortgage, 
such monthly payments being fixed at an amount which will 
include the interest due on such mortgage on the date of 
such payments and an additional amount to be. applied in 
the reduction of the unpaid principal amount of such mort- 
gage. In the case of a renewal or extension of any such 
obligation held by a Mortgage Investment Fund, the date 
upon which the Mortgage Investment Fund originally ac- 
quired the obligation shall be considered the date of invest- 
ment. 


If in the judgment of the trust investment committee such ob- 
ligations are not available for investment of moneys of a Mort- 
gage Investment Fund, such moneys may be invested temporarily 
in obligations of the United States or of the State in which the 
bank is located or for the payment of the principal and interest 
of which the faith and credit of the United States or of such 
State shall be pledged, and which are legal for investment of 
trust funds under the laws of the State in which the bank is 
located. As soon as obligations secured by real estate in which 
the moneys of the Mortgage Investment Fund may be invested 
are available, such securities shall be disposed of and the pro- 
ceeds invested in such obligations if this can be accomplished 
without disadvantage to the Mortgage Investment, Fund. 

(9) Management of Mortgage Investment Fund and fees.— 
Each Mortgage Investment Fund shall be subject to the provisions 
of subdivision (8) of subsection (c) of this section. 

(10) Effect of mistakes—Each Mortgage Investment Fund 
shall be subject to the provisions of subdivision (9) of subsection 
(c) of this section. 


SECTION 18. BOARD FORMS 


nN All forms referred to in this regulation and all such forms as 
amended from time to time shall be a part of this regulation. 
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APPENDIX 


Section 11(k) of the Federal Reserve Act, as amended by the Acts 
of Congress approved September 26, 1918, June 26, 1930, and August 
23, 1935, provides as follows: 


The Board of Governors of the Federal Reserve System shall be 
authorized and empowered: 


*% % 3% co % + *% 


(k) To grant by special permit to national banks applying 
therefor, when not in contravention of State or local law, the 
right to act as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics, or in any other fiduciary capacity in which 
State banks, trust companies, or other corporations which come 
into competition with national banks are permitted to act under 
the laws of the State in which the national bank is located. 

Whenever the laws of such State authorize or permit the exercise 
of any or all of the foregoing powers by State banks, trust com- 
panies, or other corporations which compete with national banks, 
the granting to and the exercise of such powers by national banks 
shall not be deemed to be in contravention of State or local law 
within the meaning of this Act. 

National banks exercising any or all of the powers enumerated 
in this subsection shall segregate all assets held in any fiduciary 
capacity from the general assets of the bank and shall keep a 
separate set of books and records showing in proper detail all 
transactions engaged in under authority of this subsection. The 
State banking authorities may have access to reports of examina- 
tion made by the Comptroller of the Currency insofar as such 
reports relate to the trust department of such bank, but nothing 
in this Act shall be construed as authorizing the State banking 
authorities to examine the books, records, and assets of such bank. 

No national bank shall receive in its trust department deposits 
of current funds subject to check or the deposit of checks, drafts, 
bills of exchange, or other items for collection or exchange pur- 
poses. Funds deposited or held in trust by the bank awaiting 
investment shall be carried in a separate account and shall not be 
used by the bank in the conduct of its business unless it shall first 
set aside in the trust department United States bonds or other 
securities approved by the Board of Governors of the Federal 
Reserve System. 

In the event of the failure of such bank the owners of the funds 
held in trust for investment shall have a lien on the bonds or other 
securities so set apart in addition to their claim against the estate 
of the bank. 

Whenever the laws of a State require corporations acting in a 
fiduciary capacity, to deposit securities with the State authorities 
for the protection of private or court trusts, national banks so 
acting shall be required to make similar deposits and securities 
so deposited shall be held for the protection of private or court 
trusts, as provided by the State law. 

National banks in such cases shall not be required to execute 
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the bond usually required of individuals if State corporations 
under similar circumstances are exempt from this requirement. 

National banks shall have power to execute such bond when 
so required by the laws of the State. 

In any case in which the laws of a State require that a corpora- 
tion acting as trustee, executor, administrator, or in any capacity 
specified in this section, shall take an oath or make an affidavit, 
the president, vice president, cashier, or trust officer of such na- 
tional bank may take the necessary oath or execute the necessary 
affidavit. 

It shall be unlawful for any national banking association to 
lend any officer, director, or employee any funds held in trust 
under the powers conferred by this section. Any officer, director, 
or employee making such loan, or to whom such loan is made, 
may be fined not more than $5,000, or imprisoned not more than 
five years, or may be both fined and imprisoned, in the discretion 
of the court. 

In passing upon applications for permission to exercise the 
powers enumerated in this subsection, the Board of Governors of 
the Federal Reserve System may take into consideration the 
amount of capital and surplus of the applying bank, whether or 
not such capital and surplus is sufficient under the circumstances 
of the case, the needs of the community to be served, and any 
other facts and circumstances that seem to it proper, and may 
erant or refuse the application accordingly: Provided, That no 
permit shall be issued to any national banking association having 
a capital and surplus less than the capital and surplus required 
by State law of State banks, trust companies, and corporations 
exercising such powers. 

Any national banking association desiring to surrender its right 
to exercise the powers granted under this subsection, in order to 
relieve itself from the necessity of complying with the require- 
ments of this subsection, or to have returned to it any securities 
which it may have deposited with the State authorities for the 
protection of private or court trusts, or for any other purpose, 
may file with the Board of Governors of the Federal Reserve Sys- 
tem a certified copy of a resolution of its board of directors sig- 
nifying such desire. Upon receipt of such a resolution, the Board 
of Governors of the Federal Reserve System, after satisfying itself 
that such bank has been relieved in accordance with State law of 
all duties as trustee, executor, administrator, registrar of stocks 
and bonds, guardian of estates, assignee, receiver, committee of 
estates of lunatics or other fiduciary, under court, private, or other 
appointments previously accepted under authority of this sub- 
section, may, in its discretion, issue to such bank a certificate cer- 
tifying that such bank is no longer authorized to exercise the powers 
granted by this subsection. Upon the issuance of such a certificate 
by the Board of Governors of the Federal Reserve System, such 
bank (1) shall no longer be subject to the provisions of this sub- 
section or the regulations of the Board of Governors of the 
Federal Reserve System made pursuant thereto, (2) shall be 
entitled to have returned to it any securities which it may have 
deposited with the State authorities for the protection of private 
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or court trusts, and (3) shall not exercise thereafter any of the 
powers granted by this subsection without first applying for and 
obtaining a new permit to exercise such powers pursuant to the 
provisions of this subsection. The Board of Governors of the 
Federal Reserve System is authorized and empowered to promul- 
gate such regulations as it may deem necessary to enforce compli- 
ance with the provisions of this subsection and the proper exercise 
of the powers granted therein. 


Sections 1 and 3 of the Act of Congress approved November 7, 1918, 
as amended by the Acts of Congress approved February 25, 1927, June 
16, 1933, and August 23, 1935, provide in part as follows: 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress Assembled, That any two or 
more national banking associations located within the same State, 
county, city, town, or village may, with the approval of the Comp- 
troller of the Currency, consolidate into one association-under the 
charter of either existing banks, on such terms and conditons as 
may be lawfully agreed upon by a majority of the board of di- 
rectors of each association proposing to consolidate, and be ratified 
and confirmed by the affirmative vote of the shareholders of each 
such association owning at least two-thirds of its capital stock 
outstanding, * * * 

% * x * % 


Sec. 3. That any bank incorporated under the laws of any State, 
or any bank incorporated in the District of Columbia, may be 
consolidated with a national banking association located in the 
same State, county, city, town, or village under the charter of such 
national banking association on such terms and conditions as may 
be lawfully agreed upon by a majority of the board of directors 
of each association or bank proposing to consolidate, and which 
agreement shall be ratified and confirmed by the affirmative vote 
of the shareholders of each such association or bank owning at 
least two-thirds of its capital stock outstanding, or by a greater 
proportion of such capital stock in the case of such State bank 
if the laws of the State where the same is organized so require, 
* * * Upon such a consolidation, or upon a consolidation of two 
or more national banking associations under section 1 of this Act, 
the corporate existence of each of the constituent banks and 
national banking associations participating in such consolidation 
shall be merged into and continued in the consolidated national 
banking association and the consolidated association shall be 
deemed to be the same corporation as each of the constituent in- 
stitutions. All the rights, franchises, and interests of each of such 
constituent banks and national banking associations in and to 
every species of property, real, personal, and mixed, and choses in 
action thereto belonging, shall be deemed to be transferred to and 
vested in such consolidated national banking association without 
any deed or other transfer; and such consolidated national banking 
association, by virtue of such consolidation and without any order 
or other action on the part of any court or otherwise, shall hold and 
enjoy the same and all rights of property, franchises, and interests, 
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including appointments, designations, and nominations and all 
other rights and interests as trustee, executor, administrator, regis- 
trar of stocks and bonds, guardian of estates, assignee, receiver, 
cominittee of estates of lunatics and in every other fiduciary 
capacity, in the same manner and to the same extent as such rights, 
franchises, and interests were held or enjoyed by any such con- 
stituent institution at the time of such consolidation: Provided, 
however, That where any such constitutent institution at the time of 
such consolidation was acting under appointment of any court as 
trustee, executor, administrator, registrar of stocks and bonds, 
guardian of estates, assignee, receiver, committee of estates of . 
lunatics or in any other fiduciary capacity, the consolidated { 
national banking association shall be subject to removal by a court 
of competent jurisdiction in the same manner and to the same ex- 
tent as was such constituent corporation prior to the consolidation, 
and nothing herein contained shall be construed to impair in any 
manner the right of any court to remove such a consolidated 
national banking association and to appoint in lieu thereof a sub- 
stitute trustee, executor, or other fiduciary, except that such right 
shall not be exercised in such a manner as to discriminate against 
national banking associations, nor shall any such consolidated 
association be removed solely because of the fact that it is a 
national banking association. * * * 


The Act of Congress approved May 1, 1886, provides in part as 
follows: 


Sec. 2. That any national banking association may change its 
name or the place where its operations of discount and deposit 
are to be carried on, to any other place within the same State, not 
more than thirty miles distant with the approval of the Comp- 
troller of the Currency, by the vote of shareholders owning two- 
thirds of the stock of such association. A duly authenticated notice 
of the vote and of the new name or location selected shall be sent 
to the office of the Comptroller of the Currency; but no change of 
name or location shall be valid until the Comptroller shall have 
issued his certificate of approval of the same. 

Sec. 3. That all debts, liabilities, rights, provisions, and powers 
of the association under its old name shall devolve upon and 
inure to the association under its new name. 

Sec. 4. That nothing in this act contained shall be so construed 
as In any manner to release any national banking association under 
its old name or at its old location from any liability, or affect any 
action or proceeding in law in which said association may be or 
become a party or interested. 


There are printed below certain provisions of the Internal Revenue 
Code which are pertinent to some of the subject matter of this regula- 
tion. 


SEC. 169. COMMON TRUST FUNDS. £ 


(a) DeFINITIONS.—The term “‘common trust fund” means a 
fund maintained by a bank (as defined in section 104) — 
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(1) exclusively for the collective investment and reinvest- 
ment of moneys contributed thereto by the bank in its capacity 
as a trustee, executor, administrator, or guardian; and 

(2) in conformity with the rules and regulations, prevailing 
from time to time, of the Board of Governors of the Federal 
Reserve System pertaining to the collective investment of 
trust funds by national banks. 


(6) TAXATION OF COMMON TrRUsT FuUNDs.—A common trust 
fund shall not be subject to taxation under this chapter, subchap- 
ters A or B of chapter 2, or section 105 or 106 of the Revenue Act 
of 1985, 49 Stat. 1017, 1019, or chapter 6 and for the purposes of 
such chapters and subchapters shall not be considered a corpora- 
tion. 


(c) INCOME OF PARTICIPANTS IN FUND— 


(1) INcLusions In Net INcomn.—Each participant in the 
the Common Trust Fund in computing its net income shall 
include, whether or not distributed and whether or not 
distributable— 


(A) As part of its gains and losses from sales or ex- 
changes of capital assets held for not more than 6 months, 
its proportionate share of the gains and losses of the 
Common Trust Fund from sales or exchanges of capital 
assets held for not more than 6 months. 

(B) As part of its gains and losses from sales or ex- 
changes of capital assets held for more than 6 months, 
its proportionate share of the gains and losses of the 
Common Trust Fund from sales or exchanges of capital 
assets held for more than 6 months. 


(C) Its proportionate share of the ordinary net in- 
come or the ordinary net loss of the Common Trust 
Fund, computed as provided in subsection (d). 


(2) CrepiIT For ParTiALLY Exempr INTEREST.—The pro- 
portionate share of each participant in the amount of interest 
specified in section 25(a) received by the Common Trust 
Fund shall for the purposes of this Supplement be considered 
as having been received by such participant as such interest. 
If the Common Trust Fund elects under section 125 to treat 
the premium on bonds, the interest on which is allowable 
as a credit under section 25(a) (1) or (2), as amortizable, 
for the purposes of the preceding sentence the proportionate 
share of the participant of such interest received by the 
Common Trust Fund shall be his proportionate share of 
such interest (determined without regard to this sentence) 
reduced by so much of the deduction under section 23(v) 
as is attributable to such share. 


(d) ComputTaTION oF ComMon Trust Funp INcomn.—The net 
income of the Common Trust Fund shall be computed in the 
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same manner and on the same basis as in the case of an indi- 
vidual except that— 


(1) There shall be segregated the gains and losses from 
sales or exchanges of capital assets; 
(2) After excluding all items of gain and loss from sales 
or exchanges of capital assets, there shall be computed— 
(A) An ordinary net income which shall consist of 
the excess of the gross income over deductions; or 
(B) An ordinary net loss which shall consist of the 
excess of the deductions over the gross income; 


(3) The so-called “charitable contribution” deduction al- 
lowed by section 23(0) shall not be allowed. 

(4) The standard deduction provided in section 23(aa) 
shall not be allowed. 


(e) ADMISSION AND WITHDRAWAL.—No gain or loss shall be 
realized by the common trust fund by the admission or with- 
drawal of a participant. The withdrawal of any participating 
interest by a participant shall be treated as a sale or exchange of 
such interest by the participant. 


(f) Returns sy BANK.—Every bank (as defined in section 104) 
maintaining a common trust fund shall make a return under oath 
for each taxable year, stating specifically, with respect to such 
fund, the items of gross income and the deductions allowed by this 
chapter, and shall include in the return the names and addresses 
of the participants who would be entitled to share in the net in- 
come if distributed and the amount of the proportionate share of 
each participant. The return shall be sworn to as in the case of a 
return filed by the bank under section 52. 


(g) DIFFERENT TAXABLE YEARS OF COMMON TRUST FUND AND 
PARTICIPANT.—If the taxable year of the common trust fund is 
different from that of a participant, the inclusions with respect to 
the net income of the common trust fund, in computing the net 
income of the participant for its taxable year shall be based upon 
the net income of the common trust fund for any taxable year of 
the common trust fund (whether beginning on, before, or after 
January 1, 1939) ending within or with the taxable year of the 
participant. 


SEC. 104. BANKS AND TRUST COMPANIES. 


(a) Derinition.—As used in this section the term “bank” means 
a bank or trust company incorporated and doing business under 
the laws of the United States (including laws relating to the Dis- 
trict of Columbia), of any State, or of any Territory, a substantial 
part of the business of which consists of receiving deposits and 
making loans and discounts, or of exercising fiduciary powers simi- 
lar to those permitted to national banks under section 11(k) of 
the Federal Reserve Act, 38 Stat. 262 (U.S. C., Title 12, § 248K), 
as amended, and which is subject by law to supervision and ex- 
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amination by State, Territorial or Federal authority having super- 
vision over banking institutions. 


A STATEMENT OF PRINCIPLES OF TRUST INSTITUTIONS 


This statement was adopted by the Executive Committee of the 
Trust Division, American Bankers Association on April 10, 1933, and 
approved by the Executive Council of the American Bankers Asso- 
ciation on April 11, 1933. 


FOREWORD 


This Statement of Principles has been formulated in order that the 
fundamental principles of institutions engaged in trust business may be 
restated and thereby become better understood and recognized by the 
public, as well as by trust institutions, themselves, and in order that 
it may serve as a guide for trust institutions. 

In the conduct of their business trust institutions are governed by 
the cardinal principle that is common to all fiduciary relationships— 
namely, fidelity. Policies predicated upon this principle have for their 
objectives its expression in terms of safety, good management, and per- 
sonal service. Practices developed under these policies are designed 
to promote efficiency in administration and operation. 

The fact that the services performed by trust institutions have be- 
come an integral part of the social and economic structure of the 
United States makes the principles of such institutions a matter of 
public interest. 


ARTICLE I 


DEFINITION OF TERMS 


Section 1. Trust Institutions.—Trust institutions are corporations 
engaged in trust business under authority of law. They embrace not 
only trust companies that are engaged in trust business exclusively but 
also trust departments of other corporations. 

Section 2. Trust Business.—Trust business is the business of settling 
estates, administering trusts and performing agencies in all appropriate 
cases for individuals; partnerships; associations; business corpora- 
tions; public, educational, social, recreational, and charitable institu- 
tions; and units of government. It is advisable that a trust institu- 
tion should limit the functions of its trust department to such services. 


ARTICLE II 


ACCEPTANCE OF TRUST BUSINESS 


A trust institution is under no obligation, either moral or legal, to 
accept all business that is offered. 

Section 1. Personal Trust Business.—With respect to the acceptance 
of personal trust business the two determining factors are these: Is 
trust service needed, and can the service be rendered properly? In 
personal trusts and agencies, the relationship is’ private, and the trust 


on REGULATION F 


institution is responsible to those only who have or may have a 
financial interest in the account. 

Section 2. Corporate Trust Business.—In considering the acceptance 
of a corporate trust or agency the trust institution should be satisfied 
that the company concerned is in good standing and that the enterprise 
is of a proper nature. 


ARTICLE III 


ADMINISTRATION OF TRUST BUSINESS 


Section 1. Personal Trusts.—In the administration of its personal 
trust business, a trust institution should strive at all times to render 
unexceptionable business and financial service, but it should also be 
careful to render equally good personal service to beneficiaries. The 
first duty of a trust institution is to carry out the wishes of the creator 
of a trust as expressed in the trust instrument. Sympathetic, tactful, 
personal relationships with immediate beneficiaries are essential to the 
performance of this duty, keeping in mind also the interest of ulti- 
mate beneficiaries. It should be the policy of trust institutions that 
all personal trusts should be under the direct supervision of and that 
beneficiaries should be brought into direct contact with the administra- 
tive or senior officers of the trust department. 

Section 2. Confidential Relationships.—Personal trust service is of a 
confidential nature and the confidences reposed in a trust department 
by a customer should never be revealed except when required by law. 

Section 3. Fundamental Duties of Trustees.—It 1s the duty of a 
trustee to administer a trust solely in the interest of the beneficiaries 
without permitting the intrusion of interests of the trustee or third 
parties that may in any way conflict with the interests of the trust; 
to keep and render accurate accounts with respect to the administra- 
tion of the trust; to acquaint the beneficiaries with all material facts 
in connection with the trust; and, in administering the trust, to exer- 
cise the care a prudent man familiar with such matters would exercise 
as trustee of the property of others, adhering to the rule that the trus- 
tee is primarily a conserver. 

Section 4. Corporate Trust Business.—In the administration of cor- 
porate trusts and agencies the trust institution should render the same 
fine quality of service as it renders in the administration of personal 
trusts and agencies. Promptness, accuracy, and protection are funda- 
mental requirements of efficient corporate trust service. The terms 
of the trust instrument should be carried out with scrupulous care and 
with particular attention to the duties imposed therein upon the 
trustee for the protection of the security-holders. 


ARTICLE IV 
OPERATION OF TRUST DEPARTMENTS 


Section 1. Separation of Trust Properties.—The properties of each 
trust should be kept separate from those of all other trusts and sepa- 
rate also from the properties of the trust institution itself. 

Section 2. Investment of Trust Funds.—The investment function of 
a trustee is care and management of property, not mere safekeeping 
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at one extreme or speculation at the other. <A trust institution should 
devote to its trust investments all the care and skill that it has or can 
reasonably acquire. The responsibility for the investment of trust 
funds should not be reposed in an individual officer or employee of a 
trust department. All investments should be made, retained or sold 
only upon the authority of an investment committee composed of 
capable and experienced officers or directors of the institution. 

When the trust instrument definitely states the investment powers 
of the trustee, the terms of the instrument must be followed faithfully. 
If it should become unlawful or impossible or against public: policy to 
follow literally the terms of the trust instrument, the trustee should 
promptly seek the guidance of the court about varying or interpreting 
the terms of the instrument and should not act on its own respon- 
sibility in this respect except in the face of an emergency, when the 
guidance of the court beforehand could not be obtained. If the trust 
instrument is silent about trust investments or if it expressly leaves the 
selection and retention of trust investments to the judgment and dis- 
cretion of the trustee, the latter should be governed by considerations 
of the safety of principal and dependability of income and not by hope 
or expectation of unusual gain through speculation. Hcwever, a trus- 
tee should not be content with safety of principal alone to the dis- 
regard of the reasonable income requirements of the beneficiaries. 

It is a fundamental principle that a trustee should not have any 
personal financial interest, direct or indirect, in the trust investments, 
bought for or sold to the trusts of which it is trustee, and that it should 
not purchase for itself any securities or other property from any of its 
trusts. Accordingly, it follows that a trust institution should not buy 
for or sell to its estates or trusts any securities or other property in 
which it, or its affiliate, has any personal financial interest, and should 
not purchase for itself, or its affiliate, any securities or other property 
from its estates or trusts. 


ARTICLE V 
COMPENSATION FOR TRUST SERVICE 


Section 1.—A trust institution is entitled to reasonable compensation 
for its services. Compensation should be determined on the basis of 
the cost of the service rendered and the responsibilities assumed. 
Minimum fees in any community for trust services should be uniform 
and applied uniformly and impartially to all customers alike. 


ARTICLE VI 
PROMOTIONAL EFFORT 


Section 1. Advertising.—A trust institution has the same right as 
any other business enterprise to advertise its trust services in appro- 
priate ways. Its advertisements should be dignified and not overstate 
or overemphasize the qualifications of the trust institutions. There 
should be no implication that legal services will be rendered. There 
should be no reflection, expressed or implied, upon other trust institu- 
tions or individuals, and the advertisements of all trust institutions 
should be mutually helpful. 
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Section 2. Personal Representation.—The propriety of having per- 
sonal representatives of trust departments is based upon the same prin- 
ciple as that of advertising. Trust business is so individual and dis- 
tinctive that the customer cannot always obtain from printed matter 
all he wishes to know about the protection and management the trust 
institution will give his estate and the services it will render his 
beneficiaries. 

Section 3. New Trust Department.—A corporation should not enter 
the trust field except with a full appreciation of the responsibilities 
involved. A new trust department should be established only if there 
is enough potential trust business within the trade area of the institu- 
tion to justify the proper personnel and equipment. 

Section 4. Entering Corporate Trust Field.—Since the need for trust 
and agency services to corporations, outside of the centers of popula- 
tion, is much more limited than is that of trust and agency services to 
individuals, a trust institution should hesitate to enter the corporate 
trust or agency field unless an actual demand for such services is 
evident, and the institution is specially equipped to render such service. 


ARTICLE VII 
RELATIONSHIPS 


Section 1. With Public.—Although a trust department is a distinctly 
private institution in its relations with its customers, it 1s affected with 
a public interest in its relations with the community. In its relations 
with the public a trust institution should be ready and willing to give 
full information about its own financial responsibility, its staff and 
equipment, and the safeguards thrown around trust business. 

Section 2. With Bar.—Attorneys-at-law constitute a professional 
eroup that perform essential functions in relation to trust business, 
and have a community of interest with trust institutions in the com- 
mon end of service to the public. The maintenance of harmonious 
relations between trust institutions and members of the bar is in the 
best interests of both, and of the public as well. It is a fundamental 
principle of this relationship that trust institutions should not engage 
in the practice of law. 

Section 3. With Life Underwriters.—Life underwriters also consti- 
tute a group having a community of interest with trust institutions in 
the common purpose of public service. Cooperation between trust 
institutions and life underwriters is productive of the best mutual 
service to the public. It is a principle of this cooperation that trust 
institutions should not engage in the business of selling life insurance. 
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TRUST POWERS OF NATIONAL BANKS 
AMENDMENT TO REGULATION F 


Q® 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective June 13, 1955, subsection (c) of section 10 of Regu- 
lation F is amended to read as follows: 


(c) Collective investment of trust!® funds. - Funds re- 
ceived or held by a national bankas fiduciary shall not be invested 
collectively!! except that (i) such collective investments may be 
made in accordance with section 17 of this regulation, and (ii) 
funds of a trust which forms part of a pension, profit-sharing, or 
stock bonus plan of an employer for the exclusive benefit of his 
employees or their beneficiaries and which is exempt from Federal 
income taxes under the Internal Revenue Code may be invested 
collectively with funds of other such pension, profit-sharing, or 
stock bonus plan trusts if such collective investment is specifi- 
cally authorized by the instrument creating the trust or by court 
order, lla 


EU aless the context otherwise indicates, the term “trust,” as used in this 
section or in any other part of this regulation, refers to any fiduciary relationship 
which a national bank is authorized to enter into under the provisions of section 
11(k) of the Federal Reserve Act. 


11This does not prevent the bank from investing the funds of several trusts in a 
single real estate loan if the bank owns no participation in the loan and has no 
interest therein except in its capacity as fiduciary. 


llaSection 584 of the Internal Revenue Code of 1954 provides that a common 
trust fund maintained in conformity with rules and regulations of the Board of 
Governors of the Federal Reserve System “pertaining to the collective investment 
of trust funds by national banks” and meeting certain other requirements shall not 
be subject to Federal income taxation. The rules and regulations of the Board of 
Governors for the purposes of section 584 are contained solely in section 17 of 
this regulation; and the permission contained in exception (ii) of section 10(c) is 
not intended to confer exemption from Federal income taxation under section 584. 


AMENDMENT TO APPENDIX TO REGULATION F 


ISSUED BY THE BoarRD oF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


By Act of August 16, 1954, the Internal Revenue laws of the 
United States were revised and recodified as the Internal Revenue Code 
of 1954. There are printed below certain provisions of the Code which 
are pertinent to section 17 of Regulation F, relating to the establish- 
ment and operation of common trust funds. These provisions supersede 
sections 104(a) and 169 of the former Internal Revenue Code of 1939. 


SEC. 581. DEFINITION OF BANK. 

For purposes of sections 582 and 584, the term “bank” means a 
bank or trust company incorporated and doing business under the laws 
of the United States (including laws relating to the District of Columbia), 
of any State, or of any Territory, a substantial part of the business of 
which consists of receiving deposits and making loans and discounts, 
or of exercising fiduciary powers similar to those permitted to national 
banks under section 11 (k) of the Federal Reserve Act (38 Stat. 262; 
12 U. S. C. 248 (k)), and which is subject by law to supervision and 
examination by State, Territorial, or Federal authority having super- 
vision over banking institutions. Such term also means a domestic 
building and loan association. 


SEC. 584. COMMON TRUST FUNDS. 

(a) Definitions.—For purposes of this subtitle, the term “common 
trust fund” means a fund maintained by a bank— 

(1) exclusively for the collective investment and reinvestment 
of moneys contributed thereto by the bank in its capacity as a trustee, 
executor, administrator, or guardian; and 

(2) in conformity with the rules and regulations, prevailing from 
time to time, of the Board of Governors of the Federal Reserve System 
pertaining to the collective investment of trust funds by national 
banks. 

(b) Taxation of Common Trust Funds.—A common trust fund shall 
not be subject to taxation under this chapter and for purposes of this 
chapter shall not be considered a corporation. 

(c) Income of Participants in Fund.— 

(1) Inclusions in Taxable Income.—Each participant in the 
common trust fund in computing its taxable income shall include, 
whether or not distributed and whether or not distributable— 

(A) as part of its gains and losses from sales or exchanges 
of capital assets held for not more than 6 months, its proportionate 
share of the gains and losses of the common trust fund from sales 
or exchanges of capital assets held for not more than 6 months; 


(B) as part of its gains and losses from sales or exchanges 
of capital assets held for more than 6 months, its proportionate 
share of the gains and losses of the common trust fund from sales 
or exchanges of capital assets held for more than 6 months; 

(C) its proportionate share of the ordinary taxable income or 
the ordinary net loss of the common trust fund, computed as pro- 
vided in subsection (d). 

(2) Dividends and Partially Tax Exenpt Interest.—The pro- 
portionate share of each participant in the amount of dividends to 
which section 34 or section 116 applies, and in the amount of partial- 
ly tax exempt interest on obligations described in section 35 or 
section 242, received by the common trust fund shall be considered 
for purposes of such sections as having been received by such par- 
ticipant. If the common trust fund elects under section 171 (relating 
to amortizable bond premium) to amortize the premium on such obli- 
gations, for purposes of the preceding sentence the proportionate 
share of the participant of such interest received by the common trust 
fund shallbe his proportionate share of such interest (determined with- 
out regardtothis sentence) reduced by so much of the deduction under 
section 171 as is attributable to such share. 

(d) Computation of Common Trust Fund Income.—The taxable 
income of a common trust fund shall be computed in the same manner 
and on the same basis as in the case of an individual, except that— 

(1) there shall be segregated the gains and losses from sales or 
exchanges of capital assets; 

(2) after excluding all items of gain and loss from sales or ex- 
changes of capital assets, there shall be computed— 

(A) an ordinary taxable income which shall consist of the 
excess of the gross income over deductions; or 

(B) an ordinary net loss which shall consist of the excess of 
the deductions over the gross income; 

(3) the deduction provided by section 170 (relating to charitable, 
etc., contributions and gifts) shall not be allowed; and 

(4) the standard deduction provided in section 141 shall not be 
allowed. 

(e) Admission and Withdrawal.—No gain or loss shall be realized 
by the commontrust fund by the admission or withdrawal of a participant. 
The withdrawal of any participating interest by a participant shall be 
treated as a sale or exchange of such interest by the participant. 

(f) Different Taxable Years of Common Trust Fund and Partici- 
pant.—If the taxable year of the common trust fund is different from that 
of a participant, the inclusions with respect to the taxable income of the 
common trust fund, in computing the taxable income of the participant 
for its taxable year, shall be based upon the taxable income of the 
common trust fund for any taxable year of the common trust fund ending 
within or with the taxable year of the participant. 


(g) Net Operating Loss Deduction.—The benefit of the deduction 
for net operating losses provided by section 172 shall not be allowed to 
a common trust fund, but shall be allowed to the participants in the 
common trust fund under regulations prescribed by the Secretary or his 
delegate. 


SEC. 6032. RETURNS OF BANKS WITH RESPECT TO COMMON 
TRUST FUNDS. 


Every bank (as defined in section 581) maintaining a common trust 
fund shall make a return for each taxable year, stating specifically, with 
respect to such fund, the items of gross income and the deductions 
allowed by subtitle A, and shall include in the return the names and 
addresses of the participants who would be entitled to share in the 
taxable income if distributed and the amount of the proportionate share 
of each participant. The return shall be executed in the same manner as 
a return made by a corporation pursuant to the requirements of sections 
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This Regulation as printed herewith is in the form 
as amended March 2, 1931 





UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1931 


. “a 
oH ea eee + ee 


eee 200 wit 













i Carmen if crpse find wader 
: delegede. 


a 2 
he 








ty Pied as “— STs 
52. TURNS. OF: BANS wiTH- aewEct 
CuST Spriches 
“Theres bank’ 
Rind 3 Wgil inake & tere, 
eat to. kech fried, PIL rh 
a Slower by sebtithe A, wnt shat & 
See fo ot the ‘participania “So vondia is entitied te pense 
retabls| income '¢ distribared and whee of the proportionate her 
of eaccRipe crticipant. The perpen erali be euecored oe che’ same manner ao” 


vi 
a retut} made am a canperat ian a MORPART OEE es e0ts: ot decor | 





‘ O42 ks 3 ety } at 
€ most od ala diiwavol boteing na woltalapadt abd 
, 
. i6et caver peepiicaretcs it 
> 
ns 
ae 
~ 
= Ma 
any 7 
q 3 ) 
= Mi 2 
* o. : j Ain 
- es) ' ae oo vee em X : 
Was eae OM an f a 
. mS € . My Md r 
a f i “A - vk 4 
' RaiTATS TIE ays 2, 
e eae tinal be 
a: ; ‘SOTTO, seen TeV a 
: i 
ull 
- 
~ 
2S Oa ekg 
J 


pe bic . ft il a ea i Alagl 





REGULATION G, SERIES OF 1931 
(Superseding Regulation G of 1928) 


SAG 6s T OF NOTES SECURED BY ADJUSTED SERVICE 
CERTIFICATES 


SECTION I. STATUTORY PROVISIONS 


Under the terms of the World War adjusted compensation act 
as amended, loans may lawfully be made to veterans upon their 
adjusted service certificates only in accordance with the provisions 
of section 502 thereof. 

Any national bank, or any bank or trust company incorporated 
under the laws of any State, Territory, possession, or the District 
of Columbia is authorized, after the expiration of two years after 
the date of the certificate, to loan to any veteran upon his promis- 
sory note secured by his adjusted service certificate any amount not 
in excess of the loan value of the certificate, which is (a) 50 per cent 
of the face value of the certificate, or (0) the loan value stated on 
the face of the certificate, whichever is the greater amount. The 
law provides that the rate of interest charged upon the loan by the 
lending bank shall not exceed by more than 2 per cent per annum 
the rate charged at the date of the loan for the discount of 90-day 
commercial paper by the Federal reserve bank of the Federal reserve 
district in which the lending bank is located and, as to loans made 
on or after February 27, 1931, shall in no event exceed 414 per 
cent per annum compounded annually. 

Upon the indorsement of any bank, which shall be deemed a 
waiver of demand, notice and protest by such bank as to its own 
indorsement exclusively, and subject to regulations to be prescribed 
by the Federal Reserve Board, any such note secured by an adjusted 
service certificate and held by a bank is made eligible for rediscount 
with the Federal reserve bank of the Federal reserve district in 
which such bank is located, whether or not the bank offering the 
note for rediscount is a member of the Federal reserve system and 
whether or not it acquired the note in the first instance from the 
veteran or acquired it by transfer upon the indorsement of any 
other bank; provided that at the time of rediscount such note has a 
maturity not in excess of nine months, exclusive of days of grace, and 
complies in all other respects with the provisions of the law, the 
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regulations of the United States Veterans’ Bureau, and the 
regulations of the Federal Reserve Board. ¢ 


SECTION II. DEFINITIONS 


Within the meaning of this regulation— 

(a) The term “ the act” shall mean the World War adjusted 
compensation act as amended; 

(2) The term “ director” shall mean the Administrator of 
Veterans’ Affairs, who has been vested by law with the power 
and duties formerly vested in the Director of the United States < 
Veterans’ Bureau; 

(c) The term “ certificate” shall mean an adjusted service 
certificate issued under the provisions of section 501 of the World 
War adjusted compensation act as amended; 

(dz) The term “ veteran ” shall mean any person to whom an 
adjusted service certificate has been issued by the director under 
the provisions of the World War adjusted compensation act as 
amended ; 

(e) The term “bank” shall mean any national bank or any 
bank or trust company incorporated under the laws of any State, 
Territory, possession, or the District of Columbia; 

(7) The term “ note” shall mean a promissory note secured by 
an adjusted service certificate and evidencing a loan made by a 
bank on the security of such certificate in full compliance with 
the provisions of the World War adjusted compensation act 
as amended and the regulations of the Administrator of Vet- 
erans’ Affairs. 

SECTION III. ELIGIBILITY 


In order to be eligible for rediscount at a Federal reserve bank, 
any such note must— 

(a) Arise out of a loan made by a bank to a veteran in full 
compliance with the provisions of the act and of any regulation 
which the director may prescribe; 

(>) Be secured by the certificate issued to the maker, which 
certificate must accompany the note; 

(c) Be held by the offering bank in its own right at the time 
it is offered for rediscount; 

(zd) Be in the form approved by the director; 

(¢) Have a maturity at the time of rediscount not in excess 
of nine months, exclusive of days of grace; provided, however, . 
that when such note contains, in the form approved by the 
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director, a provision for the extension of the maturity thereof 
from year to year, at the option of the holder evidenced by his 
indorsement thereon, the maturity of said note (after the first 
maturity stated thereon) shall, for the purpose of determining 
its eligibility for rediscount, be deemed to be that stated in the 
latest extension indorsed thereon by the holder; 

(7) Evidence a loan the amount of which does not exceed 
(a) 50 per cent of the face value of the certificate or (b) the 
loan value stated on the face of the certificate for the year in 
which such loan was made, whichever amount is greater; 

(7) Be payable with interest accruing after the date of the 
note at a rate stated in the face of the note, which rate must not 
exceed by more than 2 per cent per annum the rate charged at 
the date of the loan for the discount of 90-day commercial paper 
by the Federal reserve bank of the Federai reserve district in 
which the lending bank is located; provided, however, that, if 
the loan was made on or after February 27, 1931, the rate must 
not in any event exceed 414 per cent per annum, compounded 
annually ; 

(2) Bear the indorsement of the bank offering it for redis- 
count, which indorsement shall be deemed a waiver of demand, 
notice, and protest by such bank as to its own indorsement 
exclusively ; 

(2) Be accompanied by the evidence of eligibility required 
by this regulation and such other evidence of eligibility as may 
be required by the Federal reserve bank to which it is offered 
for rediscount; and 

(7) Comply in all other respects with the requirements of. the 
law and of this regulation. 


SECTION IV. EVIDENCE OF ELIGIBILITY 


(a) General—The Federal reserve bank to which a note is offered 
for rediscount must be satisfied either by reference to the note itself 
or otherwise that the loan evidenced by the note or any sale, dis- 
count, or rediscount thereof complies in all respects with the provi- 
sions of section 502 of the act and that the note is eligible for redis- 
count by a Federal reserve bank under the terms of the law and the 
provisions of this regulation. 

(0) Affidavit of lending bank.—Any note offered to a Federal reserve 
bank for rediscount must be accompanied by the affidavit required 
by section 502(h) of the act and the regulations of the director, in 
form approved by the director, made by an officer of the bank which 
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made the loan, before a notary public or other officer designated for 
the purpose by regulation of the director, stating that— 

(1) Such bank has not charged or collected, or attempted to 
charge or collect, directly or indirectly, any fee or other com- 
pensation in respect of any loan, made by such bank to any vet- 
eran under section 502 of the act, except the interest authorized 
by such section ; 

(2) The person who obtained the loan evidenced by such note 
is known to be the veteran named in the certificate securing such 
note; 

(3) Such bank has notified the director that it has made a 
loan to the veteran named in the certificate, as required by the 
regulations of the director; and 

(4) Such bank has notified the veteran by mail at his last 
known post-office address of any sale, discount, or rediscount of 
such note by such bank, as required by section 502(b) of the act. 

(c) Affidavit of other banks.—If such note is offered for redis- 
count by a bank other than the bank which made the loan thereon, 
it must also be accompanied by an affidavit of an officer of the offer- 
ing bank and an affidavit of an officer of each other bank which has 
sold, discounted, or rediscounted such note, which affidavit shall be 
in form approved by the director and shall state that the bank of 
which the affiant is an officer has promptly notified the veteran by 
mail at his last known post-office address of the sale, discount, or 
rediscount of such note by such bank, as required by section 502 (b) 
of the act. 


SECTION V. APPLICATION FOR REDISCOUNT 


Every application for the rediscount of such notes shall be made 
on a form approved by the Federal reserve bank to which such note 
is offered and shall contain a certificate of the offering bank to the 
effect that, to the best of its knowledge and belief, such note arose 
out of a loan made in full complhance with the provisions of the act 
and the regulations of the director and is eligible for rediscount 
under the provisions of section 502 of the act and of this regulation. 


SECTION VI. PROPER BANK FOR REDISCOUNT 


No such note shall be rediscounted by any Federal reserve bank 
for any bank not located in its own Federal reserve district, except 
that such notes may be rediscounted by any Federal reserve bank for 
any other Federal reserve bank. 


REGULATION G 5 
SECTION VII. RATE OF REDISCOUNT 


The rate of interest charged by any’ Federal reserve bank on any 
such note rediscounted by it shall be the same as that charged by 
it for the rediscount of 90-day notes drawn for a commercial pur- 
pose, except that when such notes are rediscounted for another 
Federal reserve bank the rate shall be that fixed by the Federal 
Reserve Board. 


SECTION VIII. REDISCOUNTS FOR NONMEMBER BANKS 


No Federal reserve bank shall rediscount such notes for any non- 
‘member bank until such bank has furnished to the Federal reserve 
bank such information as it may request in order to satisfy itself 
as to the condition of such bank and the advisability of making the 
rediscount for it. . 
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regulations of the United States Veterans’ Bureau, and the 
regulations of the Federal Reserve Board. 


SECTION II. DEFINITIONS 


Within the meaning of this regulation— 

(a) The term “ the act” shall mean the World War adjusted 
compensation act as amended}; 

(6) The term “ director” shall mean the Administrator of 
Veterans’ Affairs, who has been vested by law with the power 
and duties formerly vested in the Director of the United States 
Veterans’ Bureau; 

(c) The term “ certificate” shall mean an adjusted service 
certificate issued under the provisions of section 501 of the World 
War adjusted compensation act as amended; 

(dz) The term “ veteran” shall mean any person to whom an 
adjusted service certificate has been issued by the director under 
the provisions of the World War adjusted compensation act as 
amended ; 

(e) The term “bank” shall mean any national bank or any 
bank or trust company incorporated under the laws of any State, 
Territory, possession, or the District of Columbia ; 

(7) The term “ note” shall mean a promissory note secured by 
an adjusted service certificate and evidencing a loan made by a 
bank on the security of such certificate in full compliance with 
the provisions of the World War adjusted compensation act 
as amended and the regulations of the Administrator of Vet- 
erans’ Affairs. 

SECTION III. ELIGIBILITY 


In order to be eligible for rediscount at a Federal reserve bank, 
any such note must— 

(a) Arise out of a loan made by a bank to a veteran in full 
compliance with the provisions of the act and of any regulation 
which the director may prescribe; 

(6) Be secured by the certificate issued to the maker, which 
certificate must accompany the note; | 

(c) Be held by the offering bank in its own right at the time 
it is offered for rediscount ; 

(d) Be in the form approved by the director; 

(e) Have a maturity at the time of rediscount not in excess 
of nine months, exclusive of days of grace; provided, however, 
that when such note contains, in the form approved by the 
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director, a provision for the extension of the maturity thereof 
from year to year, at the option of the holder evidenced by his 
indorsement thereon, the maturity of said note (after the first 
maturity stated thereon) shall, for the purpose of determining 
its eligibility for rediscount, be deemed to be that stated in the 
latest extension indorsed thereon by the holder; 

(7) Evidence a loan the amount of which does not exceed 
(a) 50 per cent of the face value of the certificate or (0) the 
loan value stated on the face of the certificate for the year in 
which such loan was made, whichever amount is greater ; 

(7) Be payable with interest accruing after the date of the 
note at a rate stated in the face of the note, which rate must not 
exceed by more than 2 per cent per annum the rate charged at 
the date of the loan for the discount of 90-day commercial paper 
by the Federal reserve bank of the Federal reserve district in 
which the lending bank is located; provided, however, that, if 
the loan or any extension thereof was made on or after July 21, 
1932, the rate must not in any event exceed 314 per cent per 
annum, compounded annually; 

(i) Bear the indorsement of the bank offering it for redis- 
count, which indorsement shall be deemed a waiver of demand, 
notice, and protest by such bank as to its own indorsement 
exclusively ; 

(2) Be accompanied by the evidence of eligibility required 
by this regulation and such other evidence of eligibility as may 
be required by the Federal reserve bank to which it is offered 
for rediscount; and 

(7) Comply in all other respects with the requirements of the 
law and of this regulation. 


SECTION IV. EVIDENCE OF ELIGIBILITY 


(a) General—The Federal reserve bank to which a note is offered 
for rediscount must be satisfied either by reference to the note itself 
or otherwise that the loan evidenced by the note or any sale, dis- 
count, or rediscount thereof complies in all respects with the provi- 
sions of section 502 of the act and that the note is eligible for redis- 
count by a Federal reserve bank under the terms of the law and the 
provisions of this regulation. 

(6) Affidavit of lending bank.—Any note offered to a Federal reserve 
bank for rediscount must be accompanied by the affidavit required 
by section 502(h) of the act and the regulations of the director, in 
form approved by the director, made by an officer of the bank which 
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made the loan, before a notary public or other officer designated for 
the purpose by regulation of the director, stating that— 

(1) Such bank has not charged or collected, or attempted to 
charge or collect, directly or indirectly, any fee or other com- 
pensation in respect of any loan, made by such bank to any vet- 
eran under section 502 of the act, except the interest authorized 
by such section; 

(2) The person who obtained the loan evidenced by such note 
is known to be the veteran named in the certificate securing such 
note; 

(8) Such bank has notified the director that it has made a 
loan to the veteran named in the certificate, as required by the 
regulations of the director; and 

(4) Such bank has notified the veteran by mail at his last 
known post-office address of any sale, discount, or rediscount of 
such note by such bank, as required by section 502(b) of the act. 

(c) Affidavit of other banks.—If such note is offered for redis- 
count by a bank other than the bank which made the loan thereon, 
it must also be accompanied by an affidavit of an officer of the offer- 
ing bank and an affidavit of an officer of each other bank which has 
sold, discounted, or rediscounted such note, which affidavit shall be 
in form approved by the director and shall state that the bank of 
which the affiant is an officer has promptly notified the veteran by 
mail at his last known post-office address of the sale, discount, or 
rediscount of such note by such bank, as required by section 502 (b) 
of the act. 


SECTION V. APPLICATION FOR REDISCOUNT 


Every application for the rediscount of such notes shall be made 
on a form approved by the Federal reserve bank to which such note 
is offered and shall contain a certificate of the offering bank to the 
effect that, to the best of its knowledge and belief, such note arose 
out of a loan made in full compliance with the provisions of the act 
and the regulations of the director and is eligible for rediscount 
under the provisions of section 502 of the act and of this regulation. 


SECTION VI. PROPER BANK FOR REDISCOUNT 


No such note shall be rediscounted by any Federal reserve bank 
for any bank not located in its own Federal reserve district, except 
that such notes may be rediscounted by any Federal reserve bank for 
any other Federal reserve bank. 
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SECTION VII. RATE OF REDISCOUNT 


The rate of interest charged by any Federal reserve bank on any 
such note rediscounted by it shall be the same as that charged by 
it for the rediscount of 90-day notes drawn for a commercial pur- 
pose, except that when such notes are rediscounted for another 
Federal reserve bank the rate shall be that fixed by the Federal 
Reserve Board. 


SECTION VIII. REDISCOUNTS FOR NONMEMBER BANKS 


No Federal reserve bank shall rediscount such notes for any non- 
member bank until such bank has furnished to the Federal reserve 
bank such information as it may request in order to satisfy itself 
as to the condition of such bank and the advisability of making the 
rediscount for it. 

O 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 


REGULATION G 


Effective February 1, 1940 


COLLECTION OF NONCASH ITEMS 


AUTHORITY FOR REGULATION 


This regulation is based upon and issued pursuant to the provisions 
of subsection (i) of section 11, the first paragraph of section 13, and 
the 14th and 15th paragraphs of section 16, and other relevant pro- 
visions of the Federal Reserve Act. 


SECTION 1. DEFINITION OF NONCASH ITEMS 


As used in this regulation, the term “noncash items” means any 
items of the following classes when payable within the continental 
United States: 

(1) Maturing notes, acceptances, bankers’ acceptances, certifi- 
cates of deposit, bills of exchange, and drafts with or without 
securities, bills of lading, or other documents attached; 

(2) Drafts and orders on savings deposits with pass books 
attached; 

(3) Checks, drafts, and other cash items which have previously 
been dishonored or on which special advice of payment or dis- 
honor is required; ? 

(4) Maturing bonds and coupons (other than obligations of 
the United States and its agencies which are redeemed by Federal 
Reserve banks as fiscal agents) ; 

(5) State and municipal warrants, including both orders to 
pay addressed to officers of States and political subdivisions 
thereof and any special or general obligations of States and 
political subdivisions thereof; 

(6) All other evidences of indebtedness and orders to pay, 
except checks and bank drafts handled under the provisions of 
Regulation J+ and checks and bank drafts drawn on or payable 
by a nonmember bank which cannot be collected at par in funds 
acceptable to the Federal Reserve bank of the district in which 
such nonmember bank is located.” 


1 Any check, draft, or other item which is normally handled as a cash item will not be handled 
as a noncash item unless special conditions require that this be done, and the Federal Reserve 
bank will decide whether such special conditions exist. 

2 Checks and bank drafts drawn on or payable by a nonmember bank which cannot be collected 
at par in funds acceptable to the Federal Reserve bank of the district in which such nonmember 
bank is located, and which may not be received under the terms of Regulation J, likewise may 
not be received as noncash items under the terms of this regulation. 
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SECTION 2, RECEIPT OF ITEMS FOR COLLECTION 


Each Federal Reserve bank may receive for collection noncash 
items from member and nonmember clearing banks in its district, 
from other Federal Reserve banks, and from all member and non- 
member clearing banks in other Federal Reserve districts which are 
authorized to route direct for the credit of their respective Federal 
Reserve banks, subject to the terms and conditions of this regulation. 


SECTION 3. TERMS OF COLLECTION 


(1) Agreement of sending bank.—Each member and nonmember 
clearing bank which sends noncash items to any Federal Reserve bank 
for collection shall by such action be deemed: (a) to authorize the 
Federal Reserve banks to handle such items subject to the terms and 
conditions of this regulation; (b) to warrant its own authority to give 
the Federal Reserve banks such authority; (c) to agree to indemnify 
any Federal Reserve bank for any loss or expense sustained (includ- 
ing but not limited to attorneys’ fees and expenses of litigation) 
resulting from the failure of such sending bank to have such authority, 
or resulting from such Federal Reserve bank’s guaranty of prior en- 
dorsements, or resulting from any action taken by the Federal Reserve 
bank within the scope of its authority for the purpose of collecting 
such noneash items; and (d) to guarantee all prior endorsements on 
such items whether or not a specific guaranty is incorporated in an 
endorsement of the sending bank. 

(2) Federal Reserve bank as agent.—A Federal Reserve bank will 
act only as agent of the bank from which it receives such noncash 
items and will assume no liability except for its own negligence and 
its guaranty of prior endorsements. 

(3) Presentation of items by Federal Reserve bank.—A Federal 
Reserve bank may present such noncash items with any accompanying 
documents for payment direct to the person, firm, or corporation on 
which they are drawn or by or through which they are payable or 
collectible, or may present them for payment or forward them for col- 
lection direct to the bank on which they are drawn, at which they are 
payable, or through which they are payable or collectible; or, in its 
discretion, may forward them to another agent with similar authority 
to present them for payment or forward them for collection. The 
bank upon which any such noncash item may be drawn, or at which 
the same may be payable or through which the same may be payable 
or collectible shall be deemed to be a proper agent for collection 
within the meaning of this regulation. 

(4) Items payable in other districts—Noncash items received by a 
Federal Reserve bank payable in other districts will be forwarded for 
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collection to the Federal Reserve bank of the district in which such 
items are payable; except that, when in the judgment of the Federal 
Reserve bank the size or character of the items or other special cir- 
cumstances justify such action, any such items, in the discretion of 
the Federal Reserve bank, may be forwarded for collection direct to 
the bank on which they are drawn, at which they are payable, or 
through which they are payable or collectible, or may be forwarded 
for collection to another agent with authority to present them for 

payment direct to the person, firm, or corporation on which they are 
_ drawn or by or through which they are payable or collectible or to 
present them for payment direct to the bank on which they are drawn, 
at which they are payable, or through which they are payable or 
collectible. 

(5) Forms of payment accepted by Federal Reserve bank.—A Fed- 
eral Reserve bank may, in its discretion and at its option, accept from 
any bank in payment of or from any collecting agent in remittance 
for such noneash items, cash, checks, bank drafts, transfers of funds 
or bank credits, or other forms of payment or remittance, acceptable 
to the collecting Federal Reserve bank. The Federal Reserve bank 
shall not be hable for the failure of any bank or any agent to collect, 
or to pay, or to remit for, such nonecash items, nor for any loss result- 
ing from the acceptance from any bank or any agent, in lieu of cash, 
of any other form of payment or remittance authorized herein, nor for 
the nonpayment of, or failure to realize upon, any bank draft or other 
medium of payment or remittance which may be accepted from any 
bank or any collecting agent. 

(6) Collection of remittances for noncash items.—Bank drafts and 
other forms of payment or remittance received by a Federal Reserve 
bank in payment of or in remittance for noneash items handled under 
the terms of this regulation will be collected, at the option of the Fed- 
eral Reserve bank, either under the terms and conditions of this regu- 
lation or under the terms and conditions of Regulation J of the Board 
of Governors of the Federal Reserve System. 

(7) Suspension or closing of paying or remitting bank.—No draft, 
authorization to charge, or other order, upon any reserve balance, 
clearing account, deposit account, or other funds of a paying, remit- 
ting, or collecting bank in the possession of a Federal Reserve bank, 
issued for the purpose of settling items handled under the terms of 
this regulation will be paid, acted upon, or honored after receipt by 
such Federal Reserve bank of notice of suspension or closing of such 
paying, remitting, or collecting bank. 

(8) Items sent direct to Federal Reserve bank in another district.— 
With respect to any noncash item sent direct by a member or non- 
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member clearing bank in one district to a Federal Reserve bank in 
another district, the relationships and the rights and liabilities existing 
between the member or nonmember clearing bank, the Federal Re- 
serve bank of its district, and the Federal Reserve bank to which the 
noncash item is sent will be the same, and the relevant provisions of 
this regulation will apply, as though the member or nonmember clear- 
ing bank had sent such nonecash item to the Federal Reserve bank of 
its district with its endorsement and guaranty of prior endorsements 
and such Federal Reserve bank had sent the noncash item to the other 
Federal Reserve bank with its endorsement and guaranty of prior 


endorsements. 
SECTION 4. OTHER RULES 


Each Federal Reserve bank may also promulgate rules not incon- 
sistent with the terms of the law or of this regulation, governing the 
details of its noncash collection operations. Such rules may be set 
forth by each Federal Reserve bank in circulars to its member and 
nonmember clearing banks and shall be binding upon any member or 
nonmember clearing bank which sends any noncash item to such Fed- 
eral Reserve bank for collection or to any other Federal Reserve bank 
for the account of such Federal Reserve bank for collection. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 


REGULATION G 
Effective February 1, 1940 


COLLECTION OF NONCASH ITEMS 
AUTHORITY FOR REGULATION 


This regulation is based upon and issued pursuant to the provisions 
of subsection (i) of section 11, the first paragraph of section 13, and 
the 14th and 15th paragraphs of section 16, and other relevant pro- 
visions of the Federal Reserve Act. 


SECTION 1. DEFINITION OF NONCASH ITEMS 


As used in this regulation, the term “noncash items” means any 
items of the following classes when payable within the continental 
United States: 

(1) Maturing notes, acceptances, bankers’ acceptances, certifi- 
cates of deposit, bills of exchange, and drafts with or without 
securities, bills of lading, or other documents attached; 

(2) Drafts and orders on savings deposits with pass books 
attached ; 

(3) Checks, drafts, and other cash items which have previously 
been dishonored or on which special advice of payment or dis- 
honor is required; ? 

(4) Maturing bonds and coupons (other than obligations of 
the United States and its agencies which are redeemed by Federal 
Reserve banks as fiscal agents) ; 

(5) State and municipal warrants, including both orders to 
pay addressed to officers of States and political subdivisions 
thereof and any special or general obligations of States and 
political subdivisions thereof; 

(6) All other evidences of indebtedness and orders to pay, 
except checks and bank drafts handled under the provisions of 
Regulation J+ and checks and bank drafts drawn on or payable 
by a nonmember bank which cannot be collected at par in funds 
acceptable to the Federal Reserve bank of the district in which 
such nonmember bank is located.? 





1 Any check, draft, or other item which is normally handled as a cash item will not be handled 
as a noncash item unless special conditions require that this be done, and the Federal Reserve 
bank will decide whether such special conditions exist. 

2 Checks and bank drafts drawn on or payable by a nonmember bank which cannot be collected 
at par in funds acceptable to the Federal Reserve bank of the district in which such nonmember 
bank is located, and which may not be received under the terms of Regulation J, likewise may 
not be received as noncash items under the terms of this regulation. 
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SECTION 2. RECEIPT OF ITEMS FOR COLLECTION 


Each Federal Reserve bank may receive for collection noncash 
items from member and nonmember clearing banks in its district, 
from other Federal Reserve banks, and from all member and non- 
member clearing banks in other Federal Reserve districts which are 
authorized to route direct for the credit of their respective Federal 
Reserve banks, subject to the terms and conditions of this regulation. 


SECTION 3. TERMS OF COLLECTION 


(1) Agreement of sending bank.—Each member and nonmember 
clearing bank which sends noncash items to any Federal Reserve bank 
for collection shall by such action be deemed: (a) to authorize the 
Federal Reserve banks to handle such items subject to the terms and 
conditions of this regulation; (b) to warrant its own authority to give 
the Federal Reserve banks such authority; (c) to agree to indemnify 
any Federal Reserve bank for any loss or expense sustained (includ- 
ing but not lmited to attorneys’ fees and expenses of litigation) 
resulting from the failure of such sending bank to have such authority, 
or resulting from such Federal Reserve bank’s guaranty of prior en- 
dorsements, or resulting from any action taken by the Federal Reserve 
bank within the scope of its authority for the purpose of collecting 
such noneash items; and (d) to guarantee all prior endorsements on 
such items whether or not a specific guaranty is incorporated in an 
endorsement of the sending bank. 

(2) Federal Reserve bank as agent.—A Federal Reserve bank will 
act only as agent of the bank from which it receives such noncash 
items and will assume no lability except for its own negligence and 
its guaranty of prior endorsements. 

(3) Presentation of items by Federal Reserve bank.—A Federal 
Reserve bank may present such noncash items with any accompanying 
documents for payment direct to the person, firm, or corporation on 
which they are drawn or by or through which they are payable or 
collectible, or may present them for payment or forward them for col- 
lection direct to the bank on which they are drawn, at which they are 
payable, or through which they are payable or collectible; or, in its 
discretion, may forward them to another agent with similar authority 
to present them for payment or forward them for collection. The 
bank upon which any such noncash item may be drawn, or at which 
the same may be payable or through which the same may be payable 
or collectible shall be deemed to be a proper agent for collection 
within the meaning of this regulation. 

(4) Items payable in other districts.—Noncash items received by a 
Federal Reserve bank payable in other districts will be forwarded for 
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collection to the Federal Reserve bank of the district in which such 
items are payable; except that, when in the judgment of the Federal 
Reserve bank the size or character of the items or other special cir- 
cumstances justify such action, any such items, in the discretion of 
the Federal Reserve bank, may be forwarded for collection direct to 
the bank on which they are drawn, at which they are payable, or 
through which they are payable or collectible, or may be forwarded 
for collection to another agent with authority to present them for 
payment direct to the person, firm, or corporation on which they are 
drawn or by or through which they are payable or collectible or to 
present them for payment direct to the bank on which they are drawn, 
at which they are payable, or through which they are payable or 
collectible. 

(5) Forms of payment accepted by Federal Reserve bank.—A Fed- 
eral Reserve bank may, in its discretion and at its option, accept from 
any bank in payment of or from any collecting agent in remittance 
for such noncash items, cash, checks, bank drafts, transfers of funds 
or bank credits, or other forms of payment or remittance, acceptable 
to the collecting Federal Reserve bank. The Federal Reserve bank 
shall not be lable for the failure of any bank or any agent to collect, 
or to pay, or to remit for, such noncash items, nor for any loss result- 
ing from the acceptance from any bank or any agent, in lieu of cash, 
of any other form of payment or remittance authorized herein, nor for 
the nonpayment of, or failure to realize upon, any bank draft or other 
medium of payment or remittance which may be accepted from any 
bank or any collecting agent. 

(6) Collection of remittances for noncash items.—Bank drafts and 
other forms of payment or remittance received by a Federal Reserve 
bank in payment of or in remittance for noncash items handled under 
the terms of this regulation will be collected, at the option of the Fed- 
eral Reserve bank, either under the terms and conditions of this regu- 
lation or under the terms and conditions of Regulation J of the Board 
of Governors of the Federal Reserve System. 

(7) Suspension or closing of paying or remitting bank.—No draft, 
authorization to charge, or other order, upon any reserve balance, 
clearing account, deposit account, or other funds of a paying, remit- 
ting, or collecting bank in the possession of a Federal Reserve bank, 
issued for the purpose of settling items handled under the terms of 
this regulation will be paid, acted upon, or honored after receipt by 
such Federal Reserve bank of notice of suspension or closing of such 
paying, remitting, or collecting bank. 

(8) Items sent direct to Federal Reserve bank in another district.— 
With respect to any noncash item sent direct by a member or non- 
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member clearing bank in one district to a Federal Reserve bank in 
another district, the relationships and the rights and liabilities existing 
between the member or nonmember clearing bank, the Federal Re- 
serve bank of its district, and the Federal Reserve bank to which the 
noncash item is sent will be the same, and the relevant provisions of 
this regulation will apply, as though the member or nonmember clear- 
ing bank had sent such noncash item to the Federal Reserve bank of 
its district with its endorsement and guaranty of prior endorsements 
and such Federal Reserve bank had sent the noneash item to the other 
Federal Reserve bank with its endorsement and guaranty of prior 


endorsements. 
SECTION 4. OTHER RULES 


Each Federal Reserve bank may also promulgate rules not incon- 
sistent with the terms of the law or of this regulation, governing the 
details of its noncash collection operations. Such rules may be set 
forth by each Federal Reserve bank in circulars to its member and 
nonmember clearing banks and shall be binding upon any member or 
nonmember clearing bank which sends any noncash item to such Fed- 
eral Reserve bank for collection or to any other Federal Reserve bank 
for the account of such Federal Reserve bank for collection. 
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Cory | AMENDMENTS TO REGULATION G 


ISSUED BY THE BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 
COLLECTION OF NONCASH ITEMS 


In order to permit the collection through the Federal Reserve 
Banks of noncash items drawn on or payable at or through nonmember 
par-remitting banks located in such of the Territories, dependencies, 
insular possessions, and parts of the United States outside the conti- 


) nental United States as the Board of Governors may designate, Regu- 
lation G is hereby amended, effective July 15, 1954, in the following 
respects: 


1. The introductory language of section 1 of Regulation G is 
changed to read as follows: 


As used in this Regulation, the term “noncash items” means 
any items of the following classes when payable in any Federal 


Reserve district: 


lEor the purposes of this Regulation, Alaska, Hawaii, Puerto 
Rico and any dependency, insular possession or part of the United 
States outside the continental United States shall be deemed to be 
in or of such Federal Reserve district as the Board of Governors 


may designate. 


2. The numbering of present Footnotes 1 and 2 is changed to 
2 and 3, respectively. 


DESIGNATION OF ALASKA AND HAWAII AS BEING IN OR OF THE 
PVE TURE DENA RESERVE DISTRIGmEOR PURPOSES(OF 
REGULATION G 


Pursuant to Footnote 1 of Regulation G, as amended effective 
July 15, 1954, the Board of Governors has taken the following action: 


For purposes of Regulation G, Alaska and Hawaii shall be 
deemed to be in or of the Twelfth Federal Reserve District, ef- 


fective on and after July 15, 1954. Tur ti 
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AMENDMENTS TO REGULATION G 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


COLLECTION OF NONCASH ITEMS 


In order to permit the collection through the Federal Reserve 

Banks of noncash items payable in such of the Territories, dependen- 

cies, insular possessions, and parts of the United States outside the 

*®) continental United States as the Board of Governors may designate, 
. Regulation G is hereby amended, effective July 15, 1954, in the follow- 


ing respects: 


1. The introductory language of section 1 of Regulation G is 
changed to read as follows: 


As used in this Regulation, the term “noncash items” means 
any items of the following classes when payable in any Federal 
Reserve district: 


leor the purposes of this Regulation, Alaska, Hawaii, Puerto 
Rico and any dependency, insular possession or part of the United 
States outside the continental United States shall be deemed to be 
in or of such Federal Reserve district as the Board of Governors 
may designate. 


2. The numbering of present Footnotes 1 and 2 is changed to 
2 and 3, respectively. 


DESIGNATION OF ALASKA AND HAWAII AS BEING IN OR OF THE 
OW Pon he OER ALORESE RY HaDISPRIGdIs FOR PURPOSES: OF 
REGULATION G 


Pursuant to Footnote 1 of Regulation G, as amended effective 
July 15, 1954, the Board of Governors has taken the following action: 


For purposes of Regulation G, Alaska and Hawaii shall be 
deemed to be in or of the Twelfth Federal Reserve District, ef- 
fective on and after July 15, 1954. 
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BOARD OF GOVERNORS 
of the 
FEDERAL RESERVE SYSTEM 


COLLECTION OF NONCASH ITEMS 


REGULATION G 


This Regulation as printed herewith is in the 
form as amended effective January 3, 1959 


THE LiskARY OF THE 
JAN 23 1959 
UNIVERSITY OF ILLINOIS 





INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 


REGULATION G 
As amended, effective January 3, 1959 


COLLECTION OF NONCASH ITEMS 


AUTHORITY FOR REGULATION 


This regulation is based upon and issued pursuant to the provisions 
of subsection (i) of section 11, the first paragraph of section 13, and 
the 14th and 15th paragraphs of section 16, and other relevant pro- 
visions of the Federal! Reserve Act. 


SECTION 1. DEFINITION OF NONCASH ITEMS 


As used in this regulation, the term “noncash items” means any items 
of the following classes when payable in any Federal Reserve District:* 





(1) Maturing notes, acceptances, bankers’ acceptances, certifi- 
cates of deposit, bills of exchange, and drafts with or without 
securities, bills of lading, or other documents attached; 

(2) Drafts and orders on savings deposits with pass books 
attached; 

(3) Checks, drafts, and other cash items which have previously 
been dishonored or on which special advice of payment or dis- 
honor is required; * 

(4) Maturing bonds and coupons (other than obligations of 
the United States and its agencies which are redeemed by Federal 
Reserve banks as fiscal agents) ; 

(5) State and municipal warrants, including both orders to 
pay addressed to officers of States and political subdivisions 
thereof and any special or general obligations of States and 
political subdivisions thereof; 

(6) All other evidences of indebtedness and orders to pay, 
except checks and bank drafts handled under the provisions of 
Regulation J * and checks and bank drafts drawn on or payable 
by a nonmember bank which cannot be collected at par in funds 
acceptable to the Federal Reserve bank of the district in which 
such nonmember bank is located.* 


! For the purposes of this Regulation, Hawaii, Puerto Rico and any dependency, insular 
possession or part of the United States outside the continental United States shall be deemed 
to be in or of such Federal Reserve district as the Board of Governors may designate. 


2 Any check, draft, or other item which is normally handled as a cash item will not be handled 
as @ noncash item unless special conditions require that this be done, and the Federal Reserve 
bank will decide whether such special conditions exist. 

’ Checks and bank drafts drawn on or payable by a nonmember bank which cannot be collected 
at par in funds acceptable to the Federal Reserve bank of the district in which such nonmember 
bank is located, and wnich may not be received under the terms of Regulation J, likewise may 
not be received as noncash items under the terms of this regulation. 
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SECTION 2. RECEIPT OF ITEMS FOR COLLECTION 


Each Federal Reserve bank may receive for collection noncash 
items from member and nonmember clearing banks in its district, 
from other Federal Reserve banks, and from all member and non- 
member clearing banks in other Federal Reserve districts which are 
authorized to route direct for the credit of their respective Federal 
Reserve banks, subject to the terms and conditions of this regulation. 


SECTION 3. TERMS OF COLLECTION 


(1) Agreement of sending bank.—Each member and nonmember 
clearing bank which sends noncash items to any Federal Reserve bank 
for collection shall by such action be deemed: (a) to authorize the 
Federal Reserve banks to handle such items subject to the terms and 
conditions of this regulation; (b) to warrant its own authority to give 
the Federal Reserve banks such authority; (c) to agree to indemnify 
any Federal Reserve bank for any loss or expense sustained (includ- 
ing but not limited to attorneys’ fees and expenses of litigation) 
resulting from the failure of such sending bank to have such autkority, 
or resulting from such Federal Reserve bank’s guaranty of prior en- 
corsements, or resulting from any action taken by the Federal Reserve 
bank within the scope of its authority for the purpose of collecting 
such noncash items; and (d) to guarantee all prior endorsements on 
such items whether or not a specific guaranty is incorporated in an 
endorsement of the sending bank. 

(2) Federal Reserve bank as agent.—A Federal Reserve bank will 
act only as agent of the bank from which it receives such noncash 
items and will assume no liability except for its own negligence and 
its guaranty of prior endorsements. 

(3) Presentation of items by Federal Reserve bank.—A Federal 
Reserve bank may present such noncash items with any accompanying 
documents for payment direct to the person, firm, or corporation on 
which they are drawn or by or through which they are payable or 
collectible, or may present them for payment or forward them for col- 
lection direct to the bank on which they are drawn, at which they are 
payable, or through which they are payable or collectible; or, in its 
discretion, may forward them to another agent with similar authority 
to present them for payment or forward them for collection. The 
bank upon which any such noncash item may be drawn, or at which 
the same may be payable or through which the same may be payable 
or collectible shall be deemed to be a proper agent for collection 
within the meaning of this regulation. 

(4) Items payable in other districts——Noncash items received by a 
Federal Reserve bank payable in other districts will be forwarded for 
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collection to the Federal Reserve bank of the district in which such 
items are payable; except that, when in the judgment of the Federal 
Reserve bank the size or character of the items or other special cir- 
cumstances justify such action, any such items, in the discretion of 
the Federal Reserve bank, may be forwarded for collection direct to 
the bank on which they are drawn, at which they are payable, or 
through which they are payable or collectible, or may be forwarded 
for collection to another agent with authority to present them for 
payment direct to the person, firm, or corporation on which they are 
drawn or by or through which they are payable or collectible or to 
present them for payment direct to the bank on which they are drawn, 
at which they are payable, or through which they are payable or 
collectible. 

(5) Forms of payment accepted by Federal Reserve bank.—A Fed- 
eral Reserve bank may, in its discretion and at its option, accept from 
any bank in payment of or from any collecting agent in remittance 
for such noncash items, cash, checks, bank drafts, transfers of funds 
or bank credits, or other forms of payment or remittance, acceptable 
to the collecting Federal Reserve bank. The Federal Reserve bank 
shall not be liable for the failure of any bank or any agent to collect, 
or to pay, or to remit for, such noncash items, nor for any loss result- 
ing from the acceptance from any bank or any agent, in lieu of cash, 
of any other form of payment or remittance authorized herein, nor for 
the nonpayment of, or failure to realize upon, any bank draft or other 
medium of payment or remittance which may be accepted from any 
bank or any collecting agent. 

(6) Collection of remittances for noncash items.—Bank drafts and 
other forms of payment or remittance received by a Federal Reserve 
bank in payment of or in remittance for noncash items handled under 
the terms of this regulation will be collected, at the option of the Fed- 
eral Reserve bank, either under the terms and conditions of this regu- 
lation or under the terms and conditions of Regulation J of the Board 
of Governors of the Federal Reserve System. 

(7) Suspension or closing of paying or remitting bank.—No draft, 
authorization to charge, or other order, upon any reserve balance, 
clearing account, deposit account, or other funds of a paying, remit- 
ting, or collecting bank in the possession of a Federal Reserve bank, 
issued for the purpose of settling items handled under the terms of 
this regulation will be paid, acted upon, or honored after receipt by 
such Federal Reserve bank of notice of suspension or closing of such 
paying, remitting, or collecting bank. 

(8) Items sent direct to Federal Reserve bank in another district.— 
With respect to any noncash item sent direct by a member or non- 
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member clearing bank in one district to a Federal Reserve bank in 
another district, the relationships and the rights and liabilities existing 
between the member or nonmember clearing bank, the Federal Re- 
serve bank of its district, and the Federal Reserve bank to which the 
noncash item is sent will be the same, and the relevant provisions of 
this regulation will apply, as though the member or nonmember clear- 
ing bank had sent such noncash item to the Federal Reserve bank of 
its district with its endorsement and guaranty of prior endorsements 
and such Federal Reserve bank had sent the noncash item to the other 
Federal Reserve bank with its endorsement and guaranty of prior 


endorsements. 
SECTION 4. OTHER RULES 


Each Federal Reserve bank may also promulgate rules not incon- 
sistent with the terms of the law or of this regulation, governing the 
details of its noncash collection operations. Such rules may be set 
forth by each Federal Reserve bank in circulars to its member and 
nonmember clearing banks and shall be binding upon any member or 
nonmember clearing bank which sends any noncash item to such Fed- 
eral Reserve bank for collection or to any other Federal Reserve bank 
for the account of such Federal Reserve bank for collection. 
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DESIGNATIONS OF FEDERAL RESERVE DISTRICTS FOR BANKS 
IN TERRITORIES, DEPENDENCIES, ETC. 


Pursuant to Footnote 1 of Regulation G, the Board of Governors 
has taken the following actions for the purposes of such regulation: 


Hawaii shall be deemed to be in or of the Twelfth Federal 
Reserve District, effective on and after July 15, 1954. 


The Virgin Islands shall be deemed to be in or of the 
Second Federal Reserve District, effective on and after 
June 19, 1957. 


Puerto Rico shall be deemed to be in or of the Second 
Federal Reserve District, effective on and after January 1, 
1958. 


Guam shall be deemed to be in or of the Twelfth Federal 
Reserve District, effective on and after January 1, 1959. 
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COLLECTION OF NONCASH ITEMS 


AMENDMENT TO REGULATION G 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective August 21, 1959, footnote 1 of Regulation G is amended 
to read as follows: 


i For the purposes of this Regulation, any dependency, insular possession or 
part of the United States outside the States of the United States and the Distriet of 
Columbia shall be deemed to be in or of such Federal Reserve district as the Board 
of Governers may designate. 


DESIGNATIONS OF FEDERAL RESERVE DISTRICTS FOR BANKS 
IN TERRITORIES, DEPENDENCIES, ETC. 


Pursuant to footnote 1 of Regulation G, as amended, the Board of 
Governors has taken the following action for the purposes of such 
regulation: 


The designation of Hawaii is hereby deleted. 
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COLLECTION OF NONCASH ITEMS 


AMENDMENT TO REGULATION G 
(12,GPRi Part 207) 


ISSUED BY THE BoARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective January 1, 1964, paragraphs (d) through (f) of Section 
207.1 are redesignated as paragraphs (e) through (g), respectively, and 
the following new paragraph (d) is added: 


SECTION 207.1 — DEFINITION OF NONCASH ITEMS 


* kK KK K 


(d) Checks, drafts, and other items with special instructions 
or requiring special handling. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve Bank of the district in which the inquiry arises. 


FORMS 


The forms furnished with this copy of the Regulation have been 
reduced in size and are for information only. Copies of the forms 
for actual use can be obtained from any Federal Reserve Bank. 
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REGULATION G 


(12 CFR 207) 


Effective March 11, 1968 


CREDIT BY PERSONS OTHER THAN BANKS, 

BROKERS, OR DEALERS FOR PURPOSE OF 

PURCHASING OR CARRYING REGISTERED 
EQUITY SECURITIES 


SECTION 207.1—GENERAL RULE 


(a) Registration.—Every person who, in the ordinary course 
of his business, during any calendar quarter ended after October 
20, 1967, extends or arranges for the extension of a total of 
fifty thousand dollars ($50,000) or more, or has outstanding at 
any time during the calendar quarter, a total of one hundred 
thousand dollars ($100,000) or more, in credit, secured directly 
or indirectly, in whole or in part, by collateral that includes any 
registered equity securities, unless such person is subject to Part 
220 (Regulation T) or Part 221 (Regulation U) of this Chapter, 
is subject to the registration requirements of this paragraph and 
shall, within 30 days following the end of the calendar quarter 
during which the person becomes subject to such registration 
requirements, register with the Board of Governors of the Fed- 
eral Reserve System by filing a statement in conformity with the 
requirements of Federal Reserve Form G-1 with the Federal 
Reserve Bank of the district in which the principal office of 
the lender is located: Provided, That no such statement need be 
filed with respect to credit extended in the calendar quarter that 
ended December 31, 1967, until April 10, 1968. 


(6) Termination of registration—Any person so registered 
who has not, during the preceding six calendar months, extended 
or maintained or arranged for the extension or maintenance of 
any credit secured directly or indirectly, in whole or in part, by 
collateral that includes any registered equity securities may apply 
for termination of such registration by filing Federal Reserve 
Form G-2 with the Federal Reserve Bank of the district in 
which the principal office of the lender is located. 

(c) Definition of lender and applicability of margin require- 
ments.—Any person subject to the registration requirements of 
paragraph (a) of this section who, in the ordinary course of his 
business, extends or maintains or arranges for the extension or 
maintenance of any credit for the purpose of purchasing or 
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carrying any registered equity security: (hereinafter called 
“purpose credit”), if such credit is secured directly or indirectly ? 
in whole or in part by collateral that includes any such security, 
is a “lender” subject to this Part and shall not after February 1, 
1968, except as provided in section 207.4(a), extend or arrange 
for the extension of any purpose credit in an amount exceeding 
the maximum loan value of the collateral, as prescribed from 
time to time for registered equity securities in section 207.5 (the 
Supplement to Regulation G), or as determined by the lender in 
good faith for any collateral other than registered equity securi- 
ties: Provided, That any collateral consisting of convertible 
securities described in paragraph (d) of this section shall have 
loan value only as provided in that paragraph: And provided 
further, That in respect to a credit extended after February 1, 
1968, and before March 11, 1968, any reduction in the credit or 
deposit of collateral required to meet this requirement shall be 
accomplished by April 10, 1968. 

(d) Credit on convertible securities—(1) A lender may 
extend credit for the purpose specified in paragraph (c) of this 
section on collateral consisting of any security convertible into 
a registered equity security or any security carrying a warrant 
or right to subscribe to or purchase such a security (sometimes 
herein referred to as a “convertible security”). 

(2) Credit extended under this paragraph shall be subject to 
the same conditions as any other credit subject to this section 
except: (A) the entire amount of such credit shall be considered 
a single credit treated separately from the single credit specified 
in paragraph (g) of this section and all the collateral securing 
such credit shall be considered in determining whether or not 
the credit complies with this Part, and (B) the maximum loan 
value of the collateral shall be as prescribed from time to time 
in section 207.5(b) (the Supplement to Regulation G). 

(8) Any convertible security originally eligible as collateral 
for a credit extended under this paragraph shall be treated as 
such as long as continuously held as collateral for such credit 
even though it ceases to be convertible or to carry warrants or 
rights. 

(4) In the event that any stock is substituted for a convertible 
security held as collateral for a credit extended under this sec- 
tion the stock and any credit extended on it in compliance with 
this Part shall thereupon be treated as subject to paragraph (c) 





1 See § 207.2(d). 
2 See § 207.2(g). 
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of this section and not to this paragraph and the credit extended 
under this paragraph shall be reduced by an amount equal to 
the maximum loan value of the convertible security withdrawn 
less the maximum loan value of any convertible security de- 
scribed in subparagraph (d) (1) deposited as collateral. 


(e) Statements as to purpose of credit.—In connection with 
any extension of credit secured directly or indirectly, in whole 
or in part, by collateral that includes any registered equity se- 
curity, the lender shall, prior to such extension, -obtain a state- 
ment in conformity with the requirements of Federal Reserve 
Form G—3 executed by the customer and executed and accepted 
in good faith by the lender. The lender shall retain such state- 
ment in his records for at least six years after such credit is 
extinguished. In determining whether credit is ‘purpose credit”, 
the lender may rely on the statement executed by the customer 
if accepted in good faith. To accept the customer’s statement in 
good faith, the lender must (1) be alert to the circumstances 
surrounding the credit and (2) if he has any informaiton which 
would cause a prudent man not to accept the statement without 
inquiry, have investigated and be satisfied that the customer’s 
statement is truthful. Circumstances which could indicate that 
the lender has not exercised reasonable diligence in so acquaint- 
ing himself and so investigating would include, but are not 
limited to, facts such as that (1) the proceeds of the credit were 
paid to a broker or to a bank in connection with contemporane- 
ous delivery of registered equity securities, whether or not pay- 
ment was made against delivery, (2) there were frequent substi- 
tutions of registered equity securities serving as collateral for the 
credit, or (3) the amount of the credit was disproportionate, or 
the terms inappropriate, to the stated purpose. 


(f) Credit extended to person subject to Regulation T.— 
(1) No lender shall extend or maintain any credit for the 
purpose of purchasing or carrying any registered equity security 
to any person who is subject to Part 220 of this Chapter (Reg- 
ulation T) without collateral or on collateral consisting of reg- 
istered securities (other than exempted securities?). Where the 
credit is to be used in the ordinary course of business of such 
person, such credit is presumed to be for the purpose of pur- 
chasing or carrying registered equity securities unless the lender 
has in his records statements obtained and executed in con- 
formity with the requirements of paragraph (e) of this section. 





3 As defined in 15 U.S.C. 78c(a) (12). 
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(2) The prohibition of this paragraph (f) shall not apply to 
a credit which is unsecured or secured by collateral other than 
registered equity securities, and which is (i) made to a dealer 
(as defined in section 220.2(a) of Regulation T) to aid in the 
distribution of securities to customers not through the medium 
of a national securities exchange, or (ii) subordinated to the 
claims of general creditors by a subordination agreement ap- 
proved by an appropriate committee of a national securities ex- 
change or by a “satisfactory subordination agreement” as de- 
fined in paragraph (e) (7) of Rule 240-15c3-1 of the Securities 
and Exchange Commission. 

(g) Combining purpose credit extended)to the same customer.— 
For the purpose of this Part, except for a credit subject to 
paragraph (d) of this section, the aggregate of all outstanding 
purpose credit extended to a person by a lender after February 
1, 1968, shall be considered a single credit and, except as pro- 
vided in paragraphs (d) and (7) of this section, all the col- 
lateral securing such a credit, whether directly or indirectly, in 
whole or in part, shall be considered in determining whether the 
credit complies with this Part. 


(h) Purpose and nonpurpose credit extended to the same 
person.—No lender shall after February 1, 1968, extend or 
maintain or arrange for the extension of any purpose credit, or 
shall arrange for the maintenance of any purpose credit ex- 
tended after February 1, 1968, if the credit is secured directly 
or indirectly, in whole or in part, by collateral that includes 
any registered equity security which also secures, directly or 
indirectly, in whole or in part, any other credit extended to the 
same customer; and no lender shall have outstanding at the 
same time to the same customer both purpose credit extended 
after February 1, 1968, and any other credit extended after 
February 1, 1968. 


(1) Purpose credit secured both by registered equity securi- 
ties and by other collateral No lender shall after February 1, 
1968, extend or maintain or arrange for the extension of any 
purpose credit, or shall arrange for the maintenance of any 
purpose credit extended after February 1, 1968, which is secured 
directly or indirectly, in whole or in part, by collateral that in- 
cludes any registered equity security, unless at the time such 
credit was extended, the lender thereof obtained collateral con- 
sisting of registered equity securities in an amount sufficient to 
meet the requirements of paragraph (c) of this section, and such 
credit was thereafter maintained in accordance with the re- 
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quirements of this Part, and where any such credit is so secured, 
no other collateral shall have any loan value in respect to such 
credit for the purposes of this Part. 

(j) Withdrawals and substitutions of collateral. (1) General 
rule. Except as. permitted by the next subparagraph and by section 
207.4(a), while a lender maintains any purpose credit extended 
after February 1, 1968, the lender shall not at any time permit 
any withdrawal or substitution of collateral unless either (i) the 
credit would not exceed the maximum loan value of the col- 
lateral after such withdrawal or substitution, or (ii) the credit 
is reduced by at least the amount by which the maximum loan 
value of any collateral deposited is less than the “retention 
requirement” of any collateral withdrawn. The retention re- 
quirement of collateral other than registered equity securities is 
the same as its maximum loan value and the retention require- 
ment of collateral consisting of registered equity securities or 
securities convertible into registered equity securities is pre- 
scribed from time to time in section 207.5 (the Supplement to 
Regulation G). 

(2) Same-day substitution of collateral. Except as pro- 
hibited by section 207.4(a) a lender may permit a substitution of 
registered equity securities effected by a purchase and sale on 
orders executed within the the same day: Provided, That (i) if 
the proceeds of the sale exceed the total cost of the purchase, the 
credit is reduced by at least an amount equal to the retention 
requirement in respect to the sale less the retention requirement 
in respect to the purchase, or (ii) if the total cost of the pur- 
chase exceeds the proceeds of the sale, the credit may be 
increased by an amount no greater than the maximum loan value 
of the securities purchased less the maximum loan value of the 
securities sold. If the maximum loan value of the collateral 
securing the credit has become less than the amount of the credit, 
the amount of the credit may nonetheless be increased if there is 
provided additional collateral having maximum loan value at 
least equal to the amount of increase, or the credit is extended 
pursuant to section 207.4 (a). 


SECTION 207.2—DEFINITIONS 


For the purpose of this Part, unless the context otherwise 
requires: 

(a) The term “person” means an individual, a corporation, a 
partnership, an association, a joint stock company, a business 
trust, or an unincorporated organization. 
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(b) The term “in the ordinary course of his business” means 
occurring or reasonably expected to occur from time to time in 
the course of any activity of the lender for profit or the manage- 
ment and preservation of property or in addition, in the case of 
a lender other than an individual, carrying out or in furtherance 
of any business purpose. 

(c) The “purpose” of a credit is determined by substance 
rather than form. 

(1) Credit which is for the purpose, whether immediate, 
incidental, or ultimate, of purchasing or carrying a registered 
equity security is “purpose credit’, despite any temporary ap- 
plication of funds otherwise. 

(2) Credit to enable the customer to reduce or retire in- 
debtedness which was originally incurred to purchase a reg- 
istered equity security is for the purpose of “carrying’’ such a 
security. 

(3) Credit for the purpose of purchasing or carrying a 
security issued by an investment company registered pursuant 
to section 8 of the Investment Company Act of 1940 (15 U.S.C. 
80a—8), whose assets customarily include registered equity secu- 
rities, is for the purpose of purchasing or carrying such reg- 
istered equity securities. 

(4) Credit for the purpose of purchasing or carrying any 
security convertible into a stock registered on a national securi- 
ties exchange or any security carrying a warrant or right to 
subscribe to or purchase a stock registered on a national securi- 
ties exchange is for the purpose of purchasing or carrying such 
registered equity securities. 

(d) The term “registered equity security”? means any equity 
security? which (1) is registered on a national securities ex- 
change; or (2) has unlisted trading privileges on a national 
securities exchange, or (3) is exempted by the Securities and 
Exchange Commission from the operation of section 7(c) (2) 
of the Securities Exchange Act of 1934 (15 U.S.C. 78g(c) (2)) 
only to the extent necessary to render lawful any direct or indi- 
rect extension or maintenance of credit on such security; or (4) 
any security convertible with or without consideration into such 
registered equity security or carrying any warrant or right to 
subscribe to or purchase such registered equity security, or any 
such warrant or right. 

(e) (1) The term “purchase” includes any contract to buy, 
purchase, or otherwise acquire. 


4 As defined in U.S.C. 78c(a) 11. 


SEcs. 207.2—207.3—207.4 REGULATION G s 


(2) The term “sale” includes any contract to sell or other- 
wise dispose of. 


(f) The term “customer” includes any recipient of the credit 
to whom credit is extended directly or indirectly for the use of 
the customer, and also includes any person engaged in a joint 
venture, or as a member of a syndicate or a group, with the 
customer with respect to a purpose loan. 


(g) The term “indirectly secured” includes, except as provided 
in section 207.4(a) (38), any arrangement as to assets of the 
customer which (1) serves to protect the interests of the lender, 
(2) serves to make assets of the borrower more readily available 
to the lender than to other creditors of the borrower, or (3) 
under which the borrower surrenders the right to dispose of 
assets so long as the credit remains outstanding. 


SECTION 207.3—REPORTS AND RECORDS 


(a) Every person who is registered pursuant to section 
207.1(a) of this Part shall within thirty (30) days following 
the end of each succeeding calendar quarter file a report on 
Federal Reserve Form G-4 with the Federal Reserve Bank of the 
district in which the principal office of the lender is located. 


(b) Every person who has registered pursuant to section 
207.1(a) of this Part shall maintain such records as shall be 
prescribed by the Board of Governors of the Federal Reserve 
System to enable it to perform the functions conferred upon it 
by the Securities Exchange Act of 19384. (15 U.S.C. 78). 


SECTION 207.4—MISCELLANEOUS PROVISIONS 


(a) Stock option and employee stock purchase plans.—In re- 
spect to any credit extended and maintained by a corporation or 
by a lender wholly controlled by such corporation (such cor- 
porations and such lenders are both sometimes referred to as 
“plan-lenders’’), to an officer or employee of the corporation or 
subsidiary thereof to finance the exercise of rights granted such 
officer or employee under a stock option plan or employee stock 
purchase plan adopted by the corporation and approved by a 
majority of its stockholders to purchase registered equity securi- 
ties of such corporation or subsidiary, 

(1) Sections 207.1(c), (d), (f), (g), (h), and (4) of this 
Part shall not apply to any such credit extended to finance the 
exercise of such rights granted to any named officer or employee 
prior to February 1, 1968, and effectively exercised by such 
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officer or employee prior to February 1, 1969, nor to any credit 
extended, prior to February 1, 1969, to a plan-lender pursuant 
to a bona fide written commitment in existence on February 
1, 1968, to finance the exercise of such rights; 


(2) The restrictions imposed by section 207.1(c) and (d) 
and section 207.5 (the Supplement to this Part) on the maximum 
loan value of registered equity securities serving as collateral for 
purpose credit shall not apply to securities purchased, and serv- 
ing as direct or indirect collateral for credit extended, pursuant 
to such a plan, Provided, That: 


(i) The entire amount of credit extended to any officer 
or employee pursuant to this paragraph in connection with the 
exercise of rights under such plan or plans shall be considered 
a single credit; 

(ii) At the time when credit is extended under a plan sub- 
ject to this paragraph, (A) the plan-lender computes the 
amount by which the credit exceeds the maximum loan value 
of the collateral as prescribed by section 207.5 (the Supple- 
ment to Regulation G), (the “‘deficiency’”’), and (B) the agree- 
ment under which the credit is extended provides that except 
as permitted by the proviso in subparagraph (iii) the officer 
or employee shall, in respect to such deficiency, make equal 
repayments to the plan-lender at least quarterly and equivalent 
to at least 20 per cent of such deficiency per annum, or such 
lesser amount as the Board of Governors, upon application, 
may permit, for at least three years from the extension of the 
credit; 

(iii) The officer or employee is not permitted under such 
plan or agreement to sell, withdraw, pledge, or otherwise dis- 
pose of all or any part of such collateral until (A) all repay- 
ments have been made for at least the three-year period pro- 
vided in subparagraph (ii) and the deficiency has been repaid, 
or (B) the maximum loan value of the collateral, as prescribed 
by section 207.5 (the Supplement to Regulation G), is at least 
equal to the credit which remains owing from the officer or 
employee to the plan-lender, whichever shall occur first: 
Provided, That this restriction need not apply where such 
collateral is required to be sold to meet emergency expenses 
arising from circumstances not reasonably foreseeable at the 
time of the extension of the credit (for this purpose such 
emergency expenses shall include the death, disability, or 
involuntary termination of employment of the officer or 
employee or some other change in his circumstances, involving 
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extreme hardship, not reasonably foreseeable at the time the 
credit is extended. The opportunity to realize monetary gain 
is not a “change in his circumstances” for this purpose); and 

(iv) At such time as either of the conditions with respect 
to sale, withdrawal, pledge, or other disposition of collateral 
specified in subparagraph (iii) are satisfied, the credit is 
thereafter treated as a credit subject to all the requirements 
of this Part. 


(3) No extension of credit to a plan-lender to finance such 
a plan shall be deemed to be indirectly secured by a registered 
equity security purchased pursuant to the plan provided such 
security is not repledged by the plan-lender to secure such ex- 
tension of credit to the plan-lender and the amount of the credit 
does not exceed the total amount of credit currently extended 
by such plan-lender pursuant to such plan. 


(b) List of securities.—In determining whether a security isa 
registered equity security or a security convertible into 
such security, or a security of the kind described in section 
207.2(c) (3), a lender may rely upon the latest list of equity 
securities registered on a national securities exchange and securi- 
ties of the kind described in section 207.2(c) (3) issued by the 
Board of Governors of the Federal Reserve System. 


(c) Extensions and renewals.—The renewal or extension of 
maturity of a credit need not be treated as the extension of a 
credit if the amount of the credit is not increased except by the 
addition of interest or service charges on the credit or of taxes 
on transactions in connection with the credit. 


(d) Reorganization or recapitalization.—Nothing in this Part 
shall be construed to prohibit withdrawal or substitution of se- 
curities to enable a customer to participate in a reorganization 
or recapitalization. 


(e) Mistakes in good faith.—Failure to comply with this Part 
due to a mechanical mistake made in good faith in determining, 
recording, or calculating any credit, balance, market price or 
loan value, or other similar mechanical mistake, shall not con- 
stitute a violation of this Part if promptly after discovery of the 
mistake the lender takes whatever action is practicable to remedy 
the noncompliance. 


(f) Acting as agent.—No person shall act as agent for any 
lender, bank, or creditor subject to Parts 207, 220, or 221 of this 
Chapter (Regulation G, T, or U) extending, maintaining, or ar- 
ranging for any credit which the agent knows, or should know, 
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is secured directly or indirectly by any registered security unless 
the agent obtains and accepts in good faith a statement signed by 
such lender, bank, or creditor that he does not extend or main- 
tain credit to or for customers in violation of such Part. 
For this purpose such activities of an “agent” include, but are 
not limited to receiving securities to be used as collateral for 
such credit, determining whether the market value of the col- 
lateral for such credit is adequate, and requiring the deposit 
of additional collateral or the reduction of such credit. In 
determining whether there has been an extension of credit 
subject to the provisions of Parts 207, 220, or 221 of this Chapter, 
and whether he can rely in good faith on the statement de- 
scribed herein, the person shall (1) be alert to the circumstances 
surrounding the credit and (2) if he has any information which 
would cause a prudent man not to accept the statement without 
inquiry, must have investigated and be satisfied that the credit 
either is not subject to such Part, or is extended and maintained 
in conformity with such Part. 

(g) Arranging for credit.—A lender may arrange for the ex- 
tension or maintenance of credit by any person upon the same 
terms and conditions as those upon which the lender, under the 
provisions of this Part, may himself extend or maintain such 
credit, but only upon such terms and conditions, except that this 
limitation shall not apply with respect to the arranging by a 
lender for a bank subject to Part 221 of this Chapter (Regula- 
tion U) to extend or maintain credit on registered securities or 
exempted securities. 


APPENDIX 


There are printed below certain provisions of the Securities 
Exchange Act of 1934: (15 U.S.C., 78): 


DEFINITIONS 
sec. 3. (a) 


* * * 


(3) The term ‘‘member’”’ when used with respect to an 
exchange means any person who is permitted either to effect 
transactions on the exchange without the services of another 
person acting as broker, or to make use of the facilities of 
an exchange for transactions thereon without payment of 
a commission or fee or with the payment of a commission 
or fee which is less than that charged the general public, 
and includes any firm transacting a business as broker or 
dealer of which a member is a partner, and any partner of 
any such firm. 


(4) The term “‘broker” means any person engaged in the 
business of effecting transactions in securities for the ac- 
count of others, but does not include a bank. 

(5) The term “dealer” means any person engaged in the 
business of buying and selling securities for his own account, 
through a broker or otherwise, but does not include a bank, 
or any person insofar as he buys or sells securities for his 
own account, either individually or in some fiduciary ca- 
pacity, but not as a part of a regular business. 

(6) The term ‘bank’ means (A) a banking institution 
organized under the laws of the United States, (B) a mem- 
ber bank of the Federal Reserve System, (C) any other 
banking institution, whether incorporated or not, doing 
business under the laws of any State or of the United States, 
a substantial portion of the business of which consists of 
receiving deposits or exercising fiduciary powers similar 
to those permitted to national banks under section 11(k) of 
the Federal Reserve Act, as amended, and which is super- 
vised and examined by State or Federal authority having 
supervision over banks, and which is not operated for the 
purpose of evading the provisions of this title, and (D) a 
receiver, conservator, or other liquidating agent of any in- 


pu 
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stitution or firm included in clauses (A), (B), or (C) of 
this paragraph. 


* * *% 


(9) The term “‘person” means an individual, a corpora- 
tion, a partnership, an association, a joint-stock company, a 
business trust, or an unincorporated organization. 


(10) The term “‘security’’ means any note, stock, treasury 
stock, bond, debenture, certificate of interest or participa- 
tion in any profit-sharing agreement or in any oil, gas, or 
other mineral royalty or lease, any collateral-trust certificate, 
preorganization certificate or subscription, transferable 
share, investment contract, voting-trust certificate, certifi- 
cate of deposit, for a security, or in general, any instrument 
commonly known as a “security”; or any certificate of in- 
terest or participation in, temporary or interim certificate 
for, receipt for, or warrant or right to subscribe to or pur- 
chase, any of the foregoing; but shall not include currency 
or any note, draft, bill of exchange, or banker’s acceptance 
which has a maturity at the time of issuance of not exceed- 
ing nine months, exclusive of days of grace, or any renewal 
thereof the maturity of which is likewise limited. 


(11) The term “equity security” means any stock or 
similar security; or any security convertible, with or with- 
out consideration, into such a security; or carrying any war- 
rant or right to subscribe to or purchase such a security; or 
any such warrant or right; or any other security which the 
Commission shall deem to be of similar nature and consider 
necessary or appropriate, by such rules and regulations as 
it may prescribe in the public interest or for the protection 
of investors, to treat as an equity security. 

* * * 


(13) The terms “buy” and “purchase” each include any 
contract to buy, purchase, or otherwise acquire. 
(14) The terms “sale” and “sell” each include any con- 


tract to sell or otherwise dispose of. 
of * * 


MARGIN REQUIREMENTS 


Sec. 7.(a) For the purpose of preventing the excessive 
use of credit for the purchase or carrying of securities, the 
Board of Governors of the Federal Reserve System shall, 
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prior to the effective date of this section and from time to 
time thereafter, prescribe rules and regulations with respect 
to the amount of credit that may be initially extended and 
subsequently maintained on any security (other than an 
exempted security) registered on a national securities ex- 
change. For the initial extension of credit, such rules and 
regulations shall be based upon the following standard: An 
amount not greater than whichever is the higher of— 


(1) 55 per centum of the current market price of the 
security, or 


(2) 100 per centum of the lowest market price of the 
security during the preceding thirty-six calendar months, 
but not more than 75 per centum of the current market 
price. 

Such rules and regulations may make appropriate provision 
with respect to the carrying of undermargined accounts for 
limited periods and’under specified conditions; the with- 
drawal of funds or securities; the substitution or additional 
purchases of securities; the transfer of accounts from one 
lender to another; special or different margin requirements 
for delayed deliveries, short sales, arbitrage transactions, 
and securities to which paragraph (2) of this subsection 
does not apply; the bases and the methods to be used in cal- 
culating loans, and margins and market prices; and similar 
administrative adjustments and details, For the purposes 
of paragraph (2) of this subsection, until July 1, 1986, the 
lowest price at which a security has sold on or after July 1, 
1933, shall be considered as the lowest price at which such 
security has sold during the preceding thirty-six calendar 
months. 


(b) Notwithstanding the provisions of subsection (a) of 
this section, the Board of Governors of the Federal Reserve 
System, may, from time to time, with respect to all or 
specified securities or transactions, or classes of securities, 
or classes of transactions, by such rules and regulations (1) 
prescribe such lower margin requirements for the initial 
extension or maintenance of credit as it deems necessary or 
appropriate for the accommodation of commerce and in- 
dustry, having due regard to the general credit situation of 
the country, and (2) prescribe such higher margin require- 
ments for the initial extension or maintenance of credit as 
it may deem necessary or appropriate to prevent the ex- 
cessive use of credit to finance transactions in securities. 
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(c) It shall be unlawful for any member of a national 
securities exchange or any broker or dealer who transacts 
a business in securities through the medium of any such 
member, directly or indirectly to extend or maintain credit 
or arrange for the extension or maintenance of credit to or 
for any customer— 


(1) On any security (other than an exempted security) 
registered on a national securities exchange, in contra- 
vention of the rules and regulations which the Board of 
Governors of the Federal Reserve System shall prescribe 
under subsections (a) and (b) of this section. 


(2) Without collateral or on any collateral other than 
exempted securities and/or securities registered upon a 
national securities exchange, except in accordance with 
such rules and regulations as the Board of Governors of 
the Federal Reserve System may prescribe (A) to permit 
under specified conditions and for a limited period any 
such member, broker, or dealer to maintain a credit 
initially extended in conformity with the rules and regu- 
lations of the Board of Governors of the Federal Reserve 
System, and (B) to permit the extension or maintenance 
of credit in cases where the extension or maintenance of 
credit is not for the purpose of purchasing or carrying 
securities or of evading or circumventing the provisions 
of paragraph (1) of this subsection. 


(d) It shall be unlawful for any person not subject to 
subsection (c) to extend or maintain credit or to arrange 
for the extension or maintenance of credit for the purpose 
of purchasing or carrying any security registered on a 
national securities exchange, in contravention of such rules 
and regulations as the Board of Governors of the Federal 
Reserve System shall prescribe to prevent the excessive use 
of credit for the purchasing or carrying of or trading in 
securities in circumvention of the other provisions of this 
section. Such rules and regulations may impose upon all 
loans made for the purpose of purchasing or carrying secu- 
rities registered on national securities exchanges limitations 
similar to those imposed upon members, brokers, or dealers 
by subsection (c) of this section and the rules and regu- 
lations thereunder. This subsection and the rules and reg- 
ulations thereunder shall not apply (A) to a loan made by a 
person not in the ordinary course of his business, (B) to a 
loan on an exempted security, (C) to a loan to a dealer to 
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aid in the financing of the distribution of securities to cus- 
tomers not through the medium of a national securities 
exchange, (D) to a loan by a bank on a security other than 
an equity security, or (EK) to such other loans as the Board 
of Governors of the Federal Reserve System shall, by such 
rules and regulations as it may deem necessary or appro- 
priate in the public interest or for the protection of in- 
vestors, exempt, either unconditionally or upon specified 
terms and conditions or for stated periods, from the opera- 
tion of this subsection and the rules and regulations there- 


under. 
* * + 


RESTRICTIONS ON BORROWING BY MEMBERS, 
BROKERS, AND DEALERS 


Sec. 8. It shall be unlawful for any member of a na- 
tional securities exchange, or any broker or dealer who 
transacts a business in securities through the medium of 
any such member, directly or indirectly — 


(a) To borrow in the ordinary course of business as a 
broker or dealer on any security (other than an exempted 
security) registered on a national securities exchange except 
(1) from or through a member bank of the Federal Reserve 
System, (2) from any nonmember bank which shall have 
filed with the Board of Governors of the Federal Reserve 
System an agreement, which is still in force and which is 
in the form prescribed by the Board, undertaking to comply 
with all provisions of this Act, the Federal Reserve Act, 
as amended, and the Banking Act of 193838, which are 
applicable to member banks and which relate to the use of 
credit to finance transactions in securities, and with such 
rules and regulations as may be prescribed pursuant to such 
provisions of law or for the purpose of preventing evasions 
thereof, or (8) in accordance with such rules and regula- 
tions as the Board of Governors of the Federal Reserve 
System may prescribe to permit loans between such mem- 
bers and/or brokers and/or dealers, or to permit loans to 
meet emergency needs. Any such agreement filed with the 
Board of Governors of the Federal Reserve System shall be 
subject to termination at any time by order of the Board, 
after appropriate notice and opportunity for hearing be- 
cause of any failure by such bank to comply with the provi- 
sions thereof or with such provisions of law or rules or 
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regulation; and, for any willful violation of such agreement, 
such bank shall be subject to the penalties provided for 
violations of rules and regulations prescribed under this 
title. The provisions of sections 21 and 25 of this title shall 
apply in the case of any such proceeding or order of the 
Board of Governors of the Federal Reserve System in the 
same manner as such provisions apply in the case of pro- 
ceedings and orders of the Commission. 

(b) To permit in the ordinary course of business as a 
broker his aggregate indebtedness to all other persons, 
including customers’ credit balances (but excluding in- 
debtedness secured by exempted securities), to exceed such 
percentage of the net capital (exclusive of fixed assets and 
value of exchange membership) employed in the business, 
but not exceeding in any case, 2,000 per centum, as the 
Commission may by rules and regulations prescribe as neces- 
sary or appropriate in the public interest or for the protec- 
tion of investors. 

(c) In contravention of such rules and regulations as 
the Commission shall prescribe for the protection of in- 
vestors to hypothecate or arrange for the hypothecation 
of any securities carried for the account of any customer 
under circumstances (1) that will permit the commingling 
of his securities without his written consent with the secu- 
rities of any other customer, (2) that will permit such 
securities to be commingled with the securities of any per- 
son other than a bona fide customer, or (3) that will permit 
such securities to be hypothecated, or subjected to any lien 
or claim of the pledgee, for a sum in excess of the aggregate 
indebtedness of such customers in respect of such securities. 

(d) To lend or arrange for the lending of any securities 
carried for the account of any customer without the written 
consent of such customer. 


*% * % 


ACCOUNTS AND RECORDS, REPORTS, EXAMINATIONS 


Sec. 17. (b) Any broker, dealer, or other person extend- 
ing credit who is subject to the rules and regulations pre- 
scribed by the Board of Governors of the Federal Reserve 
System pursuant to this title shall make such reports to the 
Board as it may require as necessary or appropriate to en- 
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able it to perform the functions conferred upon it by this 
title. If any such broker, dealer, or other person shall fail 
to make any such report or fail to furnish full informa- 
tion therein, or, if in the judgment of the Board it is other- 
wise necessary, such broker, dealer, or other person shall 
permit such inspections to be made by the Board with 
respect to the business operations of such broker, dealer, or 
other person as the Board may deem necessary to enable it 
to obtain the required information. 
* * ok 


VALIDITY OF CONTRACTS 


Sec. 29.(a) Any condition, stipulation, or provision bind- 
ing any person to waive compliance with any provision of 
this title or of any rule or regulation thereunder, or of any 
rule of an exchange required thereby shall be void. 

(b) Every contract made in violation of any provision of 
this title or of any rule or regulation thereunder, and every 
contract (including any contract for listing a security on 
an exchange) heretofore or hereafter made the performance 
of which involves the violation of, or the continuance of 
any relationship or practice in violation of, any provision of 
this title or any rule or regulation thereunder, shall be void 
(1) as regards the rights of any person who, in violation of 
any such provision, rule, or regulation, shall have made or 
engaged in the performance of any such contract, and (2) 
as regards the rights of any person who, not being a party to 
such contract, shall have acquired any right thereunder with 
actual knowledge of the facts by reason of which the making 
or performance of such contract was in violation of any 
such provision, rule or regulation. 


(c) Nothing in this title shall be construed (1) to affect 
the validity of any loan or extension of credit (or any ex- 
tension or renewal thereof) made or of any lien created 
prior or subsequent to the enactment of this title, unless at 
the time of the making of such loan or extension of credit 
(or extension or renewal thereof) or the creating of such 
lien, the person making such loan or extension of credit 
(or extension or renewal thereof) or acquiring such lien 
shall have actual knowledge of facts by reason of which the 
making of such loan or extension of credit (or extension or 
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renewal thereof) or the acquisition of such lien is a viola- 
tion of the provisions of this title or any rule or regulation 
thereunder, or (2) to afford a defense to the collection of 
any debt or obligation or the enforcement of any lien by any 
person who shall have acquired such debt, obligation, or lien 
in good faith for value and without actual knowledge of the 
violation of any provision of this title or any rule or regula- 
tion thereunder affecting the legality of such debt, obliga- 
tion, or lien. 
Co * ok 


PENALTIES 


Sec. 32.(a) Any person who willfully violates any pro- 
vision of this title, or any rule or regulation thereunder the 
violation of which is made unlawful or the observance of 
which is required under the terms of this title, or any person 
who willfully and knowingly makes, or causes to be made, 
any statement in any application, report, or document re- 
quired to be filed under this title or any rule or regulation 
thereunder or any undertaking contained in a registration 
statement as provided in subsection (d) of section 15 of 
this title, which statement was false or misleading with re- 
spect to any material fact, shall upon conviction be fined 
not more than $10,000, or imprisoned not more than two 
years, or both, except that when such person is an exchange, 
a fine of not exceeding $500,000 may be imposed; but no 
person shall be subject to imprisonment under this section 
for the violation of any rule or regulation if he proves that 
he had no knowledge of such rule or regulation. 


) 


SUPPLEMENT TO REGULATION G 
SECTION 207.5—SUPPLEMENT 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective March 11, 1968 


(a) Maximum loan value of registered equity securities.—For 
the purpose of section 207.1, the maximum loan value of any 
registered equity security, except convertible securities subject 
to section 207.1(d), shall be 30 per cent of its current market 
value, as determined by any reasonable method. 

(6) Maximum loan value of convertible securities subject to 
section 207.1(d).—For the purpose of section 207.1, the maxi- 
mum loan value of any security against which credit is extended 
pursuant to section 207.1 (d) shall be 50 per cent of its current 
market value, as determined by any reasonable method. 

(c) Retention requirement.—For the purpose of section 207.1, 
in the case of a loan which would exceed the maximum loan value 
of the collateral following a withdrawal of collateral, the ‘“‘reten- 
tion requirement” of a registered equity security and of a 
security against which credit is extended pursuant to section 
207.1(d) shall be 70 per cent of its current market value, as 
determined by any reasonable method. 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


REGISTRATION STATEMENT FOR LENDERS OTHER THAN 
COMMERCIAL BANKS AND BROKERS THAT EXTEND CREDIT 
SECURED BY REGISTERED EQUITY SECURITIES 


(Pursuant to Section 207.1(a) of Federal Reserve Regulation G) 


Registration Requirement ' 


Every person not subject to Federal Reserve Regulations T and U, who, in the ordinary course of business, during the 
ealendar quarter ended December 31, 1967, extended or arranged for the extension of a total of $50,000 or more, or had 
outstanding at any time during such calendar quarter a total of $100,000 or more, in credit, against collateral that included 
registered equity securities shall prior to April 10, 1968 register with the Board of Governors by filing Form G-1 with the 
Federal Reserve Bank of the district in which the principal office of the lender is located. Thereafter. any such person not 
already registered who during any calendar quarter (a) extends or arranges for the extension of $50,000 or more of such 
credit, or (b) has outstanding $100,000 or more of such credit, shall register within 30 days after the end of that quarter. 


General Instructions 


All persons subject to the preceding registration requirement should (1) supply the background 
information specified below; (2) complete Schedules A and B; and (8) file a balance sheet (as of the end 
of the registrant’s latest fiscal year). 


Registrants should submit, if available, a balance sheet certified by an independent public accountant 
which is accompanied by the accountant’s opinion and related explanatory notes. If the registrant is sub- 
ject to supervision by a State or Federal regulatory authority, the balance sheet last filed with such 
regulatory authority may be used. If neither of the two preceding types of balance sheets is available, 
registrants should complete Schedule C. Balance sheets for any date prior to June 30, 1967 will not be 
acceptable. 


Registration forms will be returned to registrants for corrections if not all items have been answered 
in the manner required or if the forms are otherwise unacceptable for filing. 


1! The following definitions of terms may help to clarify the meaning of this requirement; for additional definitions, see Sec- 
tion 207.2 of Regulation G. 

Person (as used in the registration requirement): An individual, a corporation, a partnership, an association, a joint 
stock company, a business trust, or an unincorporated organization. 

In the ordinary course of business: Occurring or reasonably expected to occur from time to time in the course of any 
activity of the lender for profit or the management and preservation of property or in addition, in the case of a lender 
other than an individual, carrying out or in furtherance of any business purpose. 

Registered equity security: Any equity security which (1) is registered on a national securities exchange, (2) has 
unlisted trading privileges on a national securities exchange, or (3) any security convertible with or without consideration 
into such registered equity security or carrying any warrant or right to subscribe to or purchase or carry such regis- 
tered equity security, or any such warrant or right. 


3a. 


BACKGROUND INFORMATION 


Full name of registrant: IRS Employee Identification No.: 


Name under which business is conducted, if different than as stated in No. 1: 


Address of principal place of business: (Do not use P.O. Box No.) 





. Mailing address, if different than as stated in “a”: 


Principal lines of business: 





Registrant is (check one) 


Sole proprietorship ——___ Other (specify) 
Partnership 
Corporation 


If registrant is sole proprietor, state full residence address: 





If registrant is a partnership, list names and nature of interest of all general partners and those 
limited partners that have a more than 10 per cent interest in the partnership: 
Partner Nature of Interest 








If registrant is a corporation, 


a. State date and place of incorporation: 
Date es eee eee, Place 
b. Furnish names and titles of all principal officers: 


Officer Title 








BACKGROUND INFORMATION (continued) 


9. If registrant is other than a sole proprietor, partnership, or corporation, indicate names of principals: 


10a. Does any person not named in Items 1 and 6 through 9, inclusive, directly or indirectly, through stock 
ownership, agreement, or otherwise, exercise or have power to exercise a controlling influence over 
the management or policies of registrant? YO Sate Ny 


b. If answer to ‘‘a’”’ is yes, state the name of each. such person and describe the agreement or other 
basis through which such person exercises a controlling influence: 


11. If registrant has any arrangement with any other person, firm, or organization under which any of 
the accounts or records of registrant are kept or maintained by such other person, firm or organiza- 
tion, furnish the name and address of the other person, firm, or organization: 


If additional space is needed to answer any of the above items, supplemental sheets should be attached. 


SIGNATURE 


The Registrant filing this Form and its attachments and the person by whom it is executed repre- 
sent hereby that all information contained therein is true and complete. It is understood that all appli- 
cable items and schedules are considered integral parts of this form. 

Dak OTIS, ee ee ee ee See AV Ole eee ee eee eee a et 


(Name of Corporation, Partnership, or other organization) 
(Manual signature of Sole Proprietor, General ‘Partner, Managing Agent or Principal Officer) 


(Title) 


A FALSE OR DISHONEST STATEMENT ON THIS FORM MAY BE 
PUNISHABLE BY FINE OR IMPRISONMENT (U.S. CODE, TITLE 15, 
SECTION 78ff AND TITLE 18, SECTION 1001.) 


Schedule A 


SECURITIES CREDIT OUTSTANDING AT END 
OF LATEST FISCAL QUARTER 
(In dollars) 
UD Or CP eens Rs a | 


A. CREDIT EXTENDED TO PURCHASE OR CARRY REGISTERED 
EQUITY SECURITIES 


1. Secured directly 
a. In whole or in part by registered equity securities 


b. Wholly by other collateral 
2. Secured indirectly * 
a. In whole or in part by registered equity securities 
b. Wholly by other collateral 
B. OTHER EXTENSIONS OF CREDIT SECURED IN WHOLE OR IN PART 
BY REGISTERED HiQUITY SECURITIES 
1. Secured directly 


2. Secured indirectly * 


Schedule B 


VOLUME OF SECURITIES CREDIT EXTENDED 
IN LATEST FISCAL QUARTER 


(Piscal Quarter ended. 2529) = 2) 


Number of Volume 
loans (In dollars) 


A. CREDIT EXTENDED TO PURCHASE OR CARRY REGISTERED 
EQUITY SECURITIES 


1. Secured directly 
a. In whole or in part by registered equity securities 


b. Wholly by other collateral 

2. Secured indirectly * 
a. In whole or in part by registered equity securities 
b. Wholly by other collateral 


B. OTHER EXTENSIONS OF CREDIT SECURED IN WHOLE OR IN PART 
BY REGISTERED EQUITY SECURITIES 


1. Secured directly 


2. Secured indirectly ' 


1 For purposes of these schedules registrants should exclude loans made pursuant to loan agreements containing negative 
pledge or other similar provisions. However, indicate in the boxes that follow whether your loan agreements normally 
contain such provisions. []yes [_]no 


For specific instructions in completing these schedules see next page 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


Instructions for Schedules A and B 


Registrants need supply data only on the lines indicated; summations 
will be made by the Federal Reserve. 


Data on credits outstanding (Schedule A) and the volume of credits 
extended (Schedule B) should be reported in even dollars; cents 
should be omitted. 


“Registered equity securities,” as indicated by the definition set forth 
at the bottom of page 1 of this registration statement, include bonds 
or debentures convertible into stocks registered on national securities 
exchanges as well as the stocks themselves. A list containing the 
names of all registered stocks can be obtained from your nearest 
Federal Reserve Bank. 


Credit extensions included under Section A of Schedules A and B are 
“purpose” credits, as defined in section 207.2(c) of Regulation G; 
and those included under Section B of the schedules are “non- 
purpose” credits. 


The term “other collateral’ in lines A(1)b and A(2)b of both sched- 
ules includes—in addition to non-registered equity securities, non- 
convertible bonds, and other financial assets—any nonfinancial assets 
pledged against the loan. 


For purposes of completing lines A(2) and B(2), the term “secured 
indirectly” means any arrangement as to assets of the borrower 
which (1) serves to protect the interest of the lender in insuring 
that the credit is repaid, or (2) serves to make assets of the 
borrower more readily available to the lender than to other creditors 
of the borrower. 


A “negative pledge” is a covenant signed by the borrower agreeing 
not to sell, encumber, or otherwise dispose of any of his assets without 
first obtaining the consent of the lender. 


Schedule C 
BALANCE SHEET AT END OF LATEST FISCAL YEAR‘: 


(As often ste ran) 


ra (To the Nearest 
ASSETS Dollar) 


1. Cash, deposits, and owned securities maturing 
in one year or less ” 


2. Notes and accounts receivable (net of allowance 
for/pad debts of $2 ee) 


3. Plant, equipment and other fixed assets (net of 
depreciation and depletion amounting to 


pie eS) 
4. Inventories 
5. Equity in non-consolidated subsidiaries * 
6. All other assets 
7. Total Assets 


LIABILITIES 
8. Bank loans maturing in one year or less * 


9. Other notes and accounts payable maturing 
in one year or less ? 


10. Long-term debt 
11. Other liabilities 
12. Total Liabilities 


NET WORTH 
18. Paid-in capital, and paid-in surplus 
14. Earned surplus and/or undivided profits 
15. Total Net Worth 
16. Total Liabilities and Net Worth 


1 To be completed only by firms not submitting corporate balance sheets certified by an 
independent public accountant or used to meet reporting requirements of supervisory 
agencies. 


2 Items maturing in one year or less include those that have shortened with the passage 
of time as well as items with original maturities of one year or less. 


wo 


Includes the parent company’s share of earnings retained in the non-consolidated 
subsidiary as well as its direct contributions of capital. 


rs 


Registrants for which items 13 and 14 are not relevant should still fill in item 15. 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 
DEREGISTRATION STATEMENT FOR LENDERS REGISTERED PURSUANT TO REGULATION G 
(FEDERAL RESERVE FORM G-2) 


A. For use by Non-Corporate Lenders. 


Certificate 


I (We), doing business under the name, ee ASE ee 2 eoshereby certify*that.. (we) 
have not extended or maintained, or arranged for the extension or maintenance of any credit secured, di- 
rectly or indirectly, in whole or in part by collateral that includes any registered equity securities during 
the six calendar months prior to the date hereof. 





I (We) understand that if I (we), in the future, extend or arrange for the extension of a total of fifty 
thousand dollars ($50,000) or more during any calendar quarter, or have outstanding at any time during 
a calendar quarter a total of one hundred thousand dollars ($100,000) or more, in credit secured, directly 
or indirectly, in whole or in part, by collateral that includes any registered equity securities, I (we) shall 
within 30 days following the end of such calendar quarter re-register with the Board of Governors of the 
the Federal Reserve System by filing Federal Reserve Form G-1 with the Federal Reserve Bank of the 
district in which my (our) principal office is located. 


This certification is given in connection with an application for termination of registration pursuant 
to section 207.1(b) of Regulation G of the Board of Governors of the Federal Reserve System (12 CFR 
207). 


Dateien erie) ser re lie eae Signature 


(Print or type name and title, 
if any, below signature) 


(Name of Firm) 


(Type of organization, e.g. 
individual proprietorship, 
partnership) 


A FALSE OR DISHONEST STATEMENT ON THIS FORM MAY BE 
PUNISHABLE BY FINE OR IMPRISONMENT (U. S. CODE, TITLE 
15, SECTION 78ff AND TITLE 18, SECTION 1001). 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


DEREGISTRATION STATEMENT FOR LENDERS REGISTERED PURSUANT TO REGULATION G 
(FEDERAL RESERVE FORM G-2) 


B. For use by Corporate Lenders. 


Officer’s Certificate 


I, fo of =a) 





(Name) (Title) (Name of Corporation) 


a, eee Ee eee ae Corporation .domnereDy, certs vatnat has 





(State of Incorporation) (Name of Corporation) 


not extended or maintained, or arranged for the extension or maintenance of any credit secured, directly 
or indirectly, by collateral that includes any registered equity securities during the six calendar months 
prior to the date hereof. 


It is understood that if _.._—=—=——SE—CSC‘CSC‘CSCSSSSS..____ haa], in the future, extend or arrange for 


(Name of Corporation) 
the extension of a total of fifty thousand dollars ($50,000) or more during any calendar quarter, or has 
outstanding at any time during a calendar quarter, a total of one hundred thousand dollars ($100,000) or 
more, in credit that is secured, directly or indirectly, in whole or in part, by collateral that includes any 
registered equity securities, _.- = === CSCS. hh] within 30 days following the end of 


ame of Corporation) 


such calendar quarter re-register te ihe Board of Governors of the Federal Reserve System, by filing 
Federal Reserve Form G-1 with the Federal Reserve Bank of the District in which the principal office of 
the corporation is located. 


This certification is given in connection with an application for termination of registration pursuant to 
section 207.1(b) of Regulation G of the Board of Governors of the Federal Reserve System (12 CFR 
207). 


In witness whereof I have hereunto set my hand and affixed the seal of the corporation this 
Gave Ofer we ee ee ee eee 


SEAL Signature* 


(Print or type name and title 
elow signature) 


ATTEST: 


(Corporate Secretary) 


* To be executed by a duly authorized president or vice president of the corporation. 


A FALSE OR DISHONEST STATEMENT ON THIS ee MAY BE 
PUNISHABLE BY FINE OR IMPRISONMENT (U. S. CODE, TITLE 
15, SECTION 78ff AND TITLE 18, SECTION 1001). 


SPECIMEN ONLY 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


STATEMENT OF PURPOSE OF THE PROCEEDS OF AN EXTENSION OF CREDIT BY A 
PERSON OTHER THAN A BANK, BROKER, OR DEALER SECURED BY REGISTERED 
EQUITY SECURITIES. (FEDERAL RESERVE FORM G-3) 


A FALSE OR DISHONEST STATEMENT BY THE CUSTOMER OR THE LENDER ON THIS FORM MAY 
BE PUNISHABLE BY FINE OR IMPRISONMENT (U.S. CODE, TITLE 15, SECTION 78ff, AND TITLE 18, 
SECTION 1001). 


Please print or type (if space is inadequate attach separate sheet). 


Vee We) ee ee eve appued for anvextension of eredit'from 


(name(s) ) 


in the amount of $________ ~~ secured in whole 


(name of lender) 


or in part by registered equity securities as follows: 


Part I. Registered Equity Security Collateral 


Source of valuation mae value 








Market value 
(in 





Registered equity securities Number of 
(list separately by issue) shares 





Source of valuation 










Maximum loan value under 
Regulation G $. 


Part II. Other Collateral 












List collateral (Itemize where 10 : Market value A Marketiwalue Good faith 
per cent or more) Source of valuation (in $) Source of valuation (in $) Bea 
Total: Total: Total: 
Ga ee $ 


Se 
Total amount of credit granted $———________. 


Part III. 


1. The proceeds of this credit are to be used for 
(describe in detail) 


2. I (we) have owned the registered equity securities securing this credit continuously for (check one) 
[] six months or more [] less than six months. 
I (WE) HAVE READ THIS FORM AND HEREBY CERTIFY AND AFFIRM THAT TO THE BEST 
OF MY (OUR) KNOWLEDGE AND BELIEF THE STATEMENTS REQUIRED OF ME (US) ARE 
TRUE, ACCURATE, AND COMPLETE. 
Manual signature of customer (s): 


DATE ee Wee oe ar ils ae (SIGNED) 
(Print name under each signature) 
(Street address) 
(City, state) 
Part IV. 





| TO BE COMPLETED BY LENDER | 


1. State amount of any other credit extended to the customer(s) (a) secured in whole or in part, di- 
rectly or indirectly, by any portion of collateral listed in Parts I and II: $ 
and (b) unsecured credit in excess of $5,000 in the aggregate $ 


2. Is the collateral listed in Part I to be delivered or has the collateral been delivered from a bank, 
broker, dealer, or a person other than the customer?____________. Against payment? 





I HAVE SUPPLIED THE INFORMATION REQUIRED OF THE LENDER AND ACCEPT THE 
CUSTOMER’S STATEMENT ON THIS FORM IN GOOD FAITH AS DEFINED BELOW.* I AM 
FAMILIAR WITH THE PROVISIONS OF REGULATION G. 


DATE eo cape es egy (SIGNED) 


(Print name and title under signature) 
(Name of lender) 
(Street address) 
(City, state) 


* Regulation G requires that the customer’s statement on this form be accepted by the lender acting in good faith. Good faith 
requires that such lender (1) must be alert to the circumstances surrounding~ the credit, and (2) if he has any information 
which would cause a prudent man not to accept the statement without inquiry, has investigated and is satisfied that the 
statement is truthful. 


This form must be retained by the lender for at least six years after the termination of the credit. 


182. | 
q ) fe XX Sea 


CREDIT BY PERSONS OTHER THAN BANKS, 
BROKERS, OR DEALERS FOR THE PURPOSE OF 
PURCHASING OR CARRYING REGISTERED 
EQUITY SECURITIES 


AMENDMENTS TO REGULATION G 
ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective March 11, 1968, Regulation G is amended in the following 
respects: 


1. Section 207.1(d)(1) and (4) is amended to read as follows: 


SECTION 207.1—GENERAL RULE 


* * * 


(d) Credit on convertible debt securities.—(1) A lender may 
extend credit for the purpose specified in paragraph (c) of this section 
on collateral consisting of any debt security convertible into a registered 
equity security or any debt security carrying a warrant or right to sub- 
scribe to or purchase such a registered equity security (such a convertible 
debt security is sometimes referred to herein as a “convertible security’’). 


* * * 


(4) In the event that any registered stock is substituted for a 
convertible security held as collateral for a credit extended under this 
section, such registered stock and any credit extended on it in compliance 
with this Part shall thereupon be treated as subject to paragraph (c) of 
this section and not to this paragraph and the credit extended under this 
paragraph shall be reduced by an amount equal to the maximum loan 
value of the security withdrawn. 


* *C * K 


2. Section 207.2(g) is amended to read as follows: 


SECTION 207.2—DEFINITIONS 
* * OX 


(g) The term “indirectly secured” includes, except as provided in 

§ 207.4(a) (3), any arrangement with the customer under which the 
customer’s right or ability to sell, pledge, or otherwise dispose of regis- 

tered equity securities owned by the customer is in any way restricted so 

long as the credit remains outstanding, or under which the exercise of 

such right, whether by written agreement or otherwise, is cause for 

a acceleration of the maturity of the credit: Provided, That the foregoing 
shall not apply (1) if such restriction arises solely by virtue of an 
arrangement with the customer which pertains generally to the cus- 


REGULATION G 


tomer’s assets unless a substantial part of such assets consists of regis- 
tered equity securities, or (2) if the lender in good faith has not relied 
upon such securities as collateral in the extension or maintenance of the 
particular credit: And provided further, That the foregoing shall not 
apply to stock held by the lender only in the capacity of custodian, 
depositary or trustee, or under similar circumstances, if the lender in 
good faith has not relied upon such securities as collateral in the exten- 
sion or maintenance of the particular credit. 


3. Section 207.4(a) (1) is amended to read as follows: 


SECTION 207.4—MISCELLANEOUS PROVISIONS 


(a) Stock option and employee stock purchase plans. * * * 


(1) Sections 207.1(c), (d), (f), (g), (A), (@), and (j) of this 
Part shall not apply (i) to any such credit extended to finance the 
exercise of such rights granted to any named officer or employee prior to 
February 1, 1968, and effectively exercised by such officer or employee 
prior to February 1, 1969, or (ii) to any credit extended prior to 
February 1, 1969, to a plan-lender pursuant to a bona fide written 
commitment in existence on February 1, 1968, to finance the exercise of 
such rights and by such plan-lender from the proceeds of such credit to 
any officer or employee to finance the exercise of rights granted pursuant 
to a stock purchase plan under which the exercise price does not exceed 
50 per cent of the market value of the stock subject to purchase, valued 
as of the offering date thereof. 


* Ok Ok Kk Ok 


NotTe.—On February 29, 1968, the Board of Governors deferred the effective 
date of § 220.7(f) from March 11 to April 10, 1968. 


PSeey | 


CREDIT BY PERSONS OTHER THAN BANKS, 
BROKERS, OR DEALERS FOR THE PURPOSE OF 
PURCHASING OR CARRYING REGISTERED 
EQUITY SECURITIES 


AMENDMENTS TO REGULATION G 
ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


1. Effective March 11, 1968, Regulation G is amended in the follow- 
3 ing respects: 


a. Section 207.1(d)(1) and (4) is amended to read as follows: 


SECTION 207.1I—GENERAL RULE 
sk * Cs 


(d) Credit on convertible debt securities.—(1) A lender may 
extend credit for the purpose specified in paragraph (c) of this section 
on collateral consisting of any debt security convertible into a registered 
equity security or any debt security carrying a warrant or right to sub- 
scribe to or purchase such a registered equity security (such a convertible 
debt security is sometimes referred to herein as a “convertible security’). 


* oe x 


(4) In the event that any registered stock is substituted for a con- 
vertible security held as collateral for a credit extended under this sec- 
tion, such registered stock and any credit extended on it in compliance 
with this Part shall thereupon be treated as subject to paragraph (c) of 
this section and not to this paragraph and the credit extended under this 
paragraph shall be reduced by an amount equal to the maximum loan 
value of the security withdrawn. 


*% oo ok me 


b. Section 207.2(g) is amended to read as follows: 


SECTION 207.2—DEFINITIONS 


(g) The term “indirectly secured” includes, except as provided in 
§ 207.4(a)(3), any arrangement with the customer under which the 
customer’s right or ability to sell, pledge, or otherwise dispose of regis- 
tered equity securities owned by the customer is in any way restricted sq, 
long as the credit remains outstanding, or under which the exercise of 
such right, whether by written agreement or otherwise, is cause fori 
& acceleration of the maturity of the credit: Provided, That the foregoing. ; 
shall not apply (1) if such restriction arises solely by virtue of an- 
arrangement with the customer which pertains generally to the cus- 
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tomer’s assets unless a substantial part of such assets consists of regis- 
tered equity securities, or (2) if the lender in good faith has not relied 
upon such securities as collateral in the extension or maintenance of the 
particular credit: And provided further, That the foregoing shall not 
apply to stock held by the lender only in the capacity of custodian, 
depositary or trustee, or under similar circumstances, if the lender in 
good faith has not relied upon such securities as collateral in the exten- 
sion or maintenance of the particular credit. 


c. Section 207.4(a)(1) is amended to read as follows: 


SECTION 207.4—MISCELLANEOUS PROVISIONS 


(a) Stock option and employee stock purchase plans. * * * 


(1) Sections 207.1(c), (d), (f), (g), (A), (i), and (j) of this Part 
shall not apply (1) to any such credit extended to finance the exercise 
of such rights granted to any named officer or employee prior to 
February 1, 1968, and effectively exercised by such officer or employee 
prior to February 1, 1969,-or (ii) to any credit extended prior to 
February 1, 1969, to a plan-lender pursuant to a bona fide written 
commitment in existence on February 1, 1968, to finance the exercise of 
such rights and by such plan-lender from the proceeds of such credit to 
any officer or employee to finance the exercise of rights granted pursuant 
to a stock purchase plan under which the exercise price does not exceed 
50 per cent of the market value of the stock subject to purchase, valued 
as of the offering date thereof. 


ee 


2. Effective March 27, 1968, § 207.4(f) is revoked; effective April 
17, 1968, § 207.4(f) is added as follows: 


SECTION 207.4—MISCELLANEOUS PROVISIONS 
* ok OF 


(f) Acting as agent.—(1) No person shall act as agent of any lender, 
bank, or creditor subject to Part 207, 220, or 221 of this Chapter (Reg- 
ulation G, T, or U) in respect of any transaction which such person 
knows or should know is connected with an extension or maintenance 
of credit secured directly or indirectly by any registered equity security 
unless a statement signed by such lender, bank, or creditor is filed with, 
and accepted in good faith by such person, to the effect that such 
lender, bank, or creditor does not extend or maintain credit to or for 
customers in violation of such Parts. 


REGULATION G : 


(2) For the purpose of this paragraph, activities of an “agent” in- 
clude, for example, but are not limited to receiving securities to be 
used as collateral, determining whether the market value of collateral 
is adequate, and requiring the deposit of additional collateral or the 
reduction of credit. 


(3) In determining whether a transaction is connected with an exten- 
sion of credit, whether such credit is secured directly or indirectly by 
any registered equity security, and whether such person can rely in 
good faith on the statement described in subparagraph (1) of this para- 
graph, such person shall (1) be alert to the circumstances surrounding 
the transaction, and (ii) if he has information that would cause a prudent 
man not to accept such statement without inquiry, must have investi- 
gated and be satisfied that the credit either is not subject to such Part 
or is extended and maintained in conformity with the provisions of 
such Part. 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


CREDIT BY PERSONS OTHER THAN BANKS, 
BROKERS, OR DEALERS FOR THE PURPOSE OF 
PURCHASING OR CARRYING REGISTERED EQUITY 

SECURITIES 


AMENDMENT TO REGULATION G 


Effective May 7, 1968, section 207.4 is amended in the following 
respects: 

a. Section 207.4(f) is revoked. 

b. Section 207.4(g) is redesignated section 207. 4(f). 


Corrected Copy 







7 LW : 
. a sit) : 


ame 




















; ae oie | + 5 nt 
> oe 7 . 
Hai fe eiew a a nha Ut we 
i | vin 1 ~y iO . 
i 7 My ; ; 
: ri ; ie : h Mt co va) ie : 
\ 7 Ad y ; 7 f at ; ; 
. ae PA lee Ce hes . 
PEN Rael ways ing MENS ens sangeet uf eN0 ron ede wd 
alr pee ~ 
7 tt un # ‘ay 


ss ae ae We 

Pra Haas ‘water NTO. 20 oan ray 

gh BROTH SERRE FPS esi aa. 80 i es ene 1a 

“eres (aRaTetoan + erranhoe AG = * 
atk PH a toe ie os 


ou WEA: ier ae Or THEME 
yaa 
FOS nthfowe ROU ‘ i 














quiwolle? an3 al ‘babar a a 





cbailowgn a Hajacoe aol = ed 
siengienbia 2 ys TOS west | 


pe vOS rolnaa be 
Pak : ea + A 
/ | 7 ¢ Ww ' - 


a | 








B42.) 
Unde Cé- 
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


CREDIT BY PERSONS OTHER THAN BANKS, 
BROKERS, OR DEALERS FOR THE PURPOSE OF 
PURCHASING OR CARRYING REGISTERED EQUITY 
SECURITIES 


AMENDMENTS TO REGULATION G 


1. Effective May 7, 1968, Regulation G is amended in LD Ses 
respects: fit vert "OF Te 


5 1ace 
a. Section 207.4(f) is revoked. SEP 29 1968 
b. Section 207.4 (g) is redesignated section 207.4 (f). UNIVERCITY er nr UTHER 


2. Effective August 8, 1968, Regulation G is amended in the following 
respects: 


a. Section 207.1(a), (b), (e), (h), and (7) is amended to read as 
follows: 


SECTION 207.1—GENERAL RULE 


(a) Registration.—Every person who, in the ordinary course of 
his business, during any calendar quarter ended after October 20, 1967, 
extends or arranges for the extension of a total of fifty thousand dollars 
($50,000) or more or has outstanding at any time during the calendar 
quarter, a total of one hundred thousand dollars ($100,000) or more, 
in credit, secured directly or indirectly, in whole or in part, by collateral 
that includes any registered equity securities, unless such person is sub- 
ject to Part 220 (Regulation T) or Part 221 (Regulation U) of this 
Chapter, is subject to the registration requirements of this paragraph 
and shall, within 30 days following the end of the calendar quarter 
during which the person becomes subject to such registration require- 
ments, register with the Board of Governors of the Federal Reserve 
System by filing a statement in conformity with the requirements of 
Federal Reserve Form G-1 with the Federal Reserve Bank of the dis- 
trict in which the principal office of such person is located: Provided, 
That no such statement need be filed with respect to credit extended in 
the calendar quarter that ended December 31, 1967, until April 10, 
1968. 


(b) Termination of registration.—Any person so registered who 
has not, during the preceding six calendar months, extended or main- 
tained or arranged for the extension or maintenance of any credit 

secured directly or indirectly, in whole or in part, by collateral that 
& includes any registered equity securities may apply for termination 
of such registration by filing Federal Reserve Form G-2 with the 
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Federal Reserve Bank of the district in which the principal office of 
such person is located. 


* ** * 


(e) Statements as to purpose of credit.—In connection with any 
extension of credit secured directly or indirectly, in whole or in part, 
by collateral that includes any registered equity security, every person 
who is subject to the registration requirement of paragraph (a) of this 
section shall, prior to such extension, obtain a statement in conformity 
with the requirements of Federal Reserve Form G-3 executed by the 
customer and executed and accepted in good faith by such person. Such 
person shall retain such statement in his records for at least six years 
after such credit is extinguished. In determining whether credit is “pur- 
pose credit”, such person may rely on the statement executed by the 
customer if accepted in good faith. To accept the customer’s statement 
in good faith, such person must (1) be alert to the circumstances sur- 
rounding the credit and (2) if he has any further information which 
would cause a prudent man not to accept the statement without inquiry, 
have investigated and be satisfied that the customer’s statement is truth- 
ful. Circumstances which could indicate that such person has not ex- 
ercised reasonable diligence in so acquainting himself and so investigat- 
ing would include, but are not limited to, facts such as that (1) the 
proceeds of the credit were paid to a broker or to a bank in connection 
with contemporaneous delivery of registered equity securities, whether 
or not payment was made against delivery, (2) there were frequent 
substitutions of registered equity securities serving as collateral for the 
credit, or (3) the amount of the credit was disproportionate, or the terms 
inappropriate, to the stated purpose. 


% * ok 


(h) Purpose and nonpurpose credit extended to the same 
person.—No lender shall after February 1, 1968, extend or arrange 
for the extension of any purpose credit, or maintain or arrange for the 
maintenance of any purpose credit extended after February 1, 1968, 
if the credit is secured directly or indirectly, in whole or in part, by 
collateral that includes any registered equity security which also secures, 
directly or indirectly, in whole or in part, any other credit in excess of 
$5,000 extended to the same customer after February 1, 1968; and no 
lender shall have outstanding at the same time to the same customer both 
such purpose credit and any such other credit; Provided, That the pro- 
hibitions of this paragraph shall not apply to (i) credit extended for the 
purpose of purchasing, constructing, maintaining, or improving a dwell- 
ing which is occupied or to be occupied by the customer as his principal 
residence, and is secured by a first lien on such dwelling; or (ii) to credit 
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secured by a share account or other claim acquired by the customer from 
the lender independently of the credit and payable (or entitling the 
holder to a loan thereon) in a dollar amount determined without regard 
to the market value of the assets supporting the claim. 


* * * 


(i) Purpose credit secured by both registered equity securities 
and by other collateral.—In the case of any purpose credit extended or 
arranged after February 1, 1968, secured, directly or indirectly, in whole 
or in part, by any registered equity security, no other collateral shall 
have any loan value in respect to such credit for the purpose of this Part: 
Provided, however, That a share account or other claim acquired by the 
customer from the lender independently of the credit and payable (or 
entitling the holder to a loan thereon) in a dollar amount determined 
without regard to the market value of the assets supporting the claim 
shall have a maximum loan value as determined by the lender in good 
faith. 


* * 


b. Section 207.2(b), (c), and (d) is amended to read as follows: 


SECTION 207.2—DEFINITIONS 

* * * 

(b) The term “in the ordinary course of his business” means oc- 
curring or reasonably expected to occur from time to time in the course 
of any activity of a person for profit or the management and preserva- 
tion of property or in addition, in the case of a person other than an 
individual, carrying out or in furtherance of any business purpose. 


(c) The “purpose” of a credit is determined by substance rather 
than form. 


(1) Credit which is for the purpose, whether immediate, incidental, 
or ultimate, of purchasing or carrying a registered equity security is 
“purpose credit”, despite any temporary application of funds otherwise. 


(2) Credit to enable the customer to reduce or retire indebtedness 
which was originally incurred to purchase a registered equity security 
is for the purpose of “carrying” such a security. 


(d) Registered equity security.—(1) The term “registered equity 
security” means any equity security * which (i) is registered on a na- 
tional securities exchange; or (ii) has unlisted trading privileges on a 
national securities exchange, or (iii) is exempted by the Securities and 
Exchange Commission from the operation of section 7(c)(2) of the 
Securities Exchange Act of 1934 (15 U.S.C. 78g(c)(2)) only to the 


* As defined in 15 U.S.C. 78c(a) (11). 
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extent necessary to render lawful any direct or indirect extension or 
maintenance of credit on such security. 


(2) Credit for the purpose of purchasing or carrying (i) any security 
convertible with or without consideration into a registered equity secur- 
ity or carrying any warrant or right to subscribe to or purchase a 
registered equity. security or any such warrant or right, or (ii) any 
security issued by an investment company registered pursuant to section 
8 of the Investment Company Act of 1940 (15 U.S.C. 80a—8), whose 
assets customarily include registered equity securities, is for the purpose 
of purchasing or carrying registered equity securities, and such security, 
or such warrant or right, shall for purposes of this Part be treated as if 
it were a registered equity security. 


* 3 * 


c. Section 207.4(a) and (b) is amended es read as follows: 


SECTION 207.4—-MISCELLANEOUS PROVISIONS | 


(a) Stock option and employee stock purchase plans.—In 
respect to any credit extended and maintained by a corporation, by a 
lender wholly controlled by such corporation, or by a lender which is 
a membership thrift organization whose membership is limited to em- 
ployees and former employees of such corporation, its subsidiaries, or 
affiliates (such corporations and such lenders are both sometimes re- 
ferred to as “‘plan-lenders’’), to an officer or employee of the corporation, 
subsidiary or affiliate thereof to finance the exercise of rights granted 
such officer or employee. under a stock option plan or employee stock 
purchase plan adopted by the corporation and approved by a majority 
of its stockholders to purchase registered equity securities of such cor- 
poration, subsidiary or affiliate, 


* *® * 


(b) List of securities.—In determining whether a security is a 
registered equity security or a security convertible into such security, or a 
security of the kind described in section 207.2(d)(2), a lender may 
rely upon the latest list of equity securities registered on a national 
securities exchange and securities of the kind described in section 
207.2(d)(2) issued by the Board of Governors of the Federal Reserve 
System. 

* * * 
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SUPPLEMENT TO REGULATION G 
SECTION 207.5—SUPPLEMENT 
ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective March 11, 1968, as amended 


(a) Maximum loan value of registered equity securities.—For 
the purpose of § 207.1, the maximum loan value of any registered equity 
security, except convertible securities subject to § 207.1(d), shall be 
30 per cent of its current market value, as determined by any reasonable 
method. | 

(6) Maximum loan value of convertible debt securities subject 
to § 207.1 (d).—For the purpose of § 207.1, the maximum loan value 
of any security against which credit is extended pursuant to § 207.1(d) 
shall be 50 per cent of its current market value, as determined by any 
reasonable method. 

(c) Retention requirement.—For the purpose of § 207.1, in the 
case of a loan which would exceed the maximum loan value of the 
collateral following a withdrawal of collateral, the “retention require- 
ment” of a registered equity security and of a security against which 
credit is extended pursuant to § 207.1(d) shall be 70 per cent of its 
current market value, as determined by any reasonable method. 
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


SUPPLEMENT TO REGULATION G 


Effective June 8, 1968 
SECTION 207.5—SUPPLEMENT 


> (a) Maximum loan value of registered equity securities—For the 
purpose of § 207.1, the maximum loan value of any registered equity se- 
curity, except convertible securities subject to § 207.1 (d), shall be 20 
per cent of its current market value, as determined by any reasonable 
method. , 


(b) Maximum loan value of convertible debt securities subject 
to § 207.1 (d).—For the purpose of § 207.1, the maximum loan value 
of any security against which credit is extended pursuant to § 207.1(d) 
shall be 40 per cent of its current market value, as determined by any 
reasonable method. 


(c) Retention requirement.—For the purpose of § 207.1, in the case 
of a loan which would exceed the maximum loan value of the collateral 
following a withdrawal of collateral, the “retention requirement” of a 
registered equity security and of a security against which credit is ex- 
tended pursuant to § 207.1(d) shall be 70 per cent of its current mar- 
ket value, as determined by any reasonable method. 
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REGULATION H, SERIES OF 1930 
(Superseding Regulation H of 1928) 


MEMBERSHIP OF STATE BANKS AND TRUST COMPANIES 
Zz SECTION I. BANKS ELIGIBLE FOR MEMBERSHIP 


1. Incorporation.—In order to be eligible for membership in a Fed- 
eral reserve bank, a State bank or trust company must have been 
incorporated under a special or general law of the State or district 
in which it is located. 

2. Capital stock.—Under the terms of section 9 of the Federal re- 
serve act as amended, no applying bank can be admitted to mem- 
bership in a Federal reserve bank unless— 

(a) It possesses a paid-up, unimpaired capital sufficient to 
entitle it to become a national banking association in the place 
where it is situated, under the provisions of the national bank 
act; or 

(b) It possesses a paid-up, unimpaired capital of at least 60 
per cent of such amount, and, under penalty of loss of member- 
ship, complies with the rules and regulations herein prescribed 
by the Federal Reserve Board fixing the time within which 
and the method by which the unimpaired capital of such bank 
shall be increased out of net income to equal the capital re- 
quired under (a). 

In order to become a member of the Federal reserve system, 
therefore, any State bank or trust company must have a minimum 

_ paid-up capital stock at the time it becomes a member, as follows: 





Minimum | Minimum 

capital if | capital if 

If located in a city or town with a population— admitted | admitted 
under under 

clause (a) | clause (b) 








Soe axccoding 3.000 thhabitantel- 0 cee eee ee yo $25, 000 $15, 000 


Exceeding 3,000 but not exceeding 6,000 inhabitants. ._........._..-------------- 50, 000 80, 000 
Exceeding 6,000 but not exceeding 50,000 inhabitants_--......-..-.-------------- 100, 000 60, 000 
Exceeding 50,000 inhabitants (except as stated below) ........_..---------.------ 200, 000 120, 000 


In an outlying district! of a city with a population exceeding 50,000 inhabitants; 
provided State law permits organization of State banks in such location witha 
Capita (Ol S100 000 OF ESSien= at eee eee Senn te ons ee eet op ae 100, 000 60, 000 


1The term ‘outlying district ” is construed to mean that portion of a city which is located outside of, 
and at a considerable distance from, the recognized business and financial center of such city, and includes 
all suburban districts within the corporate limits of such city. 
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Any bank admitted to membership under clause (0) must also, as 
a condition of membership—the violation of which will subject it 
to expulsion from the Federal reserve system—aincrease its paid-up 
and unimpaired capital within five years after the approval of its 
application by the Federal Reserve Board to the amount required 
under (a). For the purpose of providing for such increase, every 
such bank shall set aside each year in a fund exclusively applicable 
to such capital increase not less than 50 per cent of its net earnings 
for the preceding year prior to the payment of dividends, and if such 
net earnings exceed 12 per cent of the paid-up capital of such bank, 
then all net earnings in excess of 6 per cent of the paid-up capital 
shall be carried to such fund, until such fund is large enough to pro- 
vide for the necessary increase in capital. Whenever such fund shall 
be large enough to provide for the necessary increase in capital, or 
at such other time as the Federal Reserve Board may require, such 
fund or as much thereof as may be necessary shall be converted into 
capital by a stock dividend or used in any other manner permitted 
by State law to increase the capital of such bank to the amount 
required under (a): Provided, however, That such bank may be 
excused in whole or in part from compliance with the terms of this 
paragraph if it increases its capital through the sale of additional 
stock: Provided, further, That nothing herein contained shall be 
construed as requiring any such bank to violate any provision of 
State law, and in any case in which the requirements of this para- 
graph are inconsistent with the requirements of State law the re- 
quirements of this paragraph may be waived and the subject covered 
by a special condition of membership to be igkceeeae by the Federal 
Reserve Board. 

8. Branches.—In order to be eligible for membership in a Federal 
reserve bank, a State bank or trust company must relinquish any 
branch or branches established by it after February 25, 1927, beyond 
the corporate limits of the city, town, or village in which the parent 
bank is situated. 


SECTION II. APPLICATION FOR MEMBERSHIP 


Any eligible State bank or trust company may make application 
on I’. R. B. Form 83a, made a part of this regulation, to the Federal 
Reserve Board for an amount of capital stock in the Federal reserve 
bank of its district equal to 6 per cent of the paid-up capital stock 
and surplus of such State bank or trust company. This application 
must be forwarded direct to the Federal reserve agent of the district 
in which the applying bank or trust company is located and must 
be accompanied by Exhibits I, II, and III, referred to on page 1 
of the application blank. 


\ 
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SECTION III. APPROVAL OF APPLICATION 


y _ In passing upon an application the Federal Reserve Board will 
consider especially— 
(1) The financial condition of the applying bank or trust 
company and the general character of its management; 
(2) Whether the corporate powers exercised by the applying 
bank or trust company are consistent with the purposes of the 
Federal reserve act; and 
(3) Whether the laws of the State or district in which the 
> applying bank or trust company is located contain provisions 
q likely to prevent proper compliance with the provisions of the 
Federal reserve act and the regulations of the Federal Reserve 
Board made in conformity therewith. 

If, in the judgment of the Federal Reserve Board, an applying 
bank or trust company conforms to all the requirements of the Fed- 
eral reserve act and these regulations, and is otherwise qualified for 
membership, the board will approve the apphcation subject to such 
conditions as it may prescribe pursuant to the provisions of the Fed- 
eral reserve act. When the conditions imposed by the board have 
been accepted by the applying bank or trust company and the apply- . 
ing bank or trust company has made a payment to the Federal reserve 
bank of its district of one-half of the amount of its subscription, 
i. e., 3 per cent of the amount of its paid-up capital and surplus, the 
appropriate certificate of stock will be issued by the Federal reserve 
bank and a certificate of membership will be issued by the Federal 
Reserve Board. The remaining half of its subscription shall be 
subject to call when deemed necessary by the Federal Reserve Board. 


SECTION IV. CONDITIONS OF MEMBERSHIP 


Pursuant to the authority contained in the first paragraph of 
section 9 of the Federal reserve act, which provides that the Federal — 
Reserve Board may permit applying banks to become members of 
the Federal reserve system “subject to the provisions of this act and 
to such conditions as it may prescribe pursuant thereto,” the Federal 
Reserve Board will prescribe the following conditions of membership 
for each bank or trust company hereafter applying for admission to 
the Federal reserve system, in addition to such other conditions as 
the board may consider necessary or advisable in the particular case— 

(1) Except with the permission of the Federal Reserve Board, 
such bank or trust company shall not cause or permit any change to 
be made in the general character of its business or in the scope 
of the corporate powers exercised by it at the time of admission 
3 to membership. 
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(2) Such bank or trust company shall at all times conduct its 
business and exercise its powers with due regard to the safety of its 
depositors. 

(3) Except after applying for and receiving the permission of the 
Federal Reserve Board, such bank or trust company shall not 
acquire an interest in any other bank or trust company, through the 
purchase of stock in such other bank or trust company. 

(4) Such bank or trust company shall maintain its loans within 
the limits prescribed by the laws of the State in which it is located. 

(5) Such bank or trust company shall reduce to an amount equal 
to 10 per cent of its capital and surplus all balances in excess thereof, 
if any, which are carried with banks or trust companies which are 
not members of the Federal reserve system, and shall at all times 
maintain such balances within such limits. 

(6) Such bank or trust company may accept drafts and bills of 
exchange drawn upon it of any character permitted by the laws of 
the State of its incorporation; but the aggregate amount of all ac- 
ceptances outstanding at any one time shall not exceed the limita- 
tions imposed by section 13 of the Federal reserve act, that is, the 
aggregate amount of acceptances outstanding at any one time which 
are drawn for the purpose of furnishing dollar exchange in countries 
specified by the Federal Reserve Board shall not exceed 50 per cent 
of its capital and surplus, and the aggregate amount of all other 
acceptances, whether domestic or foreign, outstanding at any one 
time shall not exceed 50 per cent of its capital and surplus, except 
that the Federal Reserve Board, upon the application of such bank 
or trust company, may increase this limit from 50 per cent to 100 per 
cent of its capital and surplus: Provided, however, That in no event 
shall the aggregate amount of domestic acceptances outstanding at 
any one time exceed 50 per cent of the capital and surplus of such 
bank or trust company. 

(7) The board of directors of said bank or trust company shall 
adopt a resolution authorizing the interchange of reports and infor 
mation between the Federal reserve bank of the district in which 
such bank or trust company is located and the banking authorities 
of the State in which such bank is located. 


SECTION V. ESTABLISHMENT OR MAINTENANCE OF BRANCHES 


Every State bank which is, or hereafter becomes, a member of the 
Federal reserve system will be required to comply strictly with the 
following provision of section 9 of the Federal reserve act as 
amended by the act of February 25, 1927: 


Any such State bank which, at the date of the approval of this act, has 
established and is operating a branch or branches in conformity with the 
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State law, may retain and operate the same while remaining or upon becoming 
a stockholder of such Federal reserve bank; but no such State bank may 

4 retain or acquire stock in a Federal reserve bank except upon relinquishment 
of any branch or branches established after the date of the approval of this 
act beyond the limits of the city, town, or village in which the parent bank is 
situated. 


This has been interpreted to mean that— 

1. Any State member bank which, on February 25, 1927, had 
established and was actually operating a branch or branches in 
conformity with the State law is permitted to retain and operate 

> the same while remaining a member of the Federal reserve 
system, regardless of the location of such branch or branches. 

2. Any nonmember State bank which, on February 25, 1927, 
had established and was actually operating a branch or branches 
in conformity with State law may, if otherwise eligible, become 
a member of the Federal reserve system and retain and operate 
such branches, regardless of their location. 

3. In order to remain a member of the Federal reserve system, 
every State member bank must relinquish any branch or 
branches established after February 25, 1927, beyond the cor- 
porate limits of the city, town, or village in which the parent 
bank is situated. 

4, Any State member bank which establishes any branch or 
branches after February 25, 1927, beyond the corporate limits 
of the city, town, or village in which the parent bank is situated 
must either (a) relinquish such branch or branches or (0) for- 
feit all rights and privileges of membership and surrender its 
stock in the Federal reserve bank. 

5. No State bank which has established any branches subse- 
quent to February 25, 1927, beyond the‘corporate limits of the 
city, town, or village in which the parent bank is situated may 
become a member of the Federal reserve system except upon 
relinquishment of every such branch. 

6. State member banks may establish branches within the 
corporate limits of the city, town, or village in which the parent 
bank is situated without obtaining permission of the Federal 
Reserve Board. 


SECTION VI. POWERS AND RESTRICTIONS 


‘Every State bank or trust company while a member of the Federal 
reserve system— 

(1) Shall retain its full charter and statutory rights as a 

State bank or trust company, subject to the provisions of the 

> Federal reserve act, to the regulations of the Federal Reserve 
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Board, and to the conditions prescribed by the Federal Reserve 
Board and agreed to by such State bank or trust company prior 
to its admission; | 
(2) Shall enjoy all the privileges and observe all those re- 
quirements of the Federal reserve act and of the regulations 
of the Federal Reserve Board made in conformity therewith 


which are applicable to State banks and trust companies which © 


have become member banks; and 

(3) Shall comply at all times with any and all conditions of 
membership prescribed by the Federal Reserve Board at the 
time of the admission of such member bank to the Federal 
reserve system. 


SECTION VII. EXAMINATIONS AND REPORTS 


Every State bank or trust company, while a member of the 
Federal reserve system, shall be subject to examinations made by 
direction of the Federal Reserve Board or of the Federal reserve 
bank by examiners selected or approved by the Federal Reserve 
Board. 

In order to avoid duplication, examinations of State banks and 
trust companies made by State authorities will be accepted in 
lieu of examinations by examiners selected or approved by the 
board wherever these are satisfactory to the directors of the Federal 
reserve bank, and examiners from the staff of the board or of the 
Federal reserve banks will, whenever desirable, be designated by 
the board to act with the examination staff of the State in order that 
uniformity in the standard of examination may be assured. 

Every State bank or trust company, while a member of the 


Federal reserve system, shall be required to make in each year not. 


less than three reports of condition on F. R. B. Form 105. Such 
reports shall be made to the Federal reserve bank of its district on 
call of such bank, on dates to be fixed by the Federal Reserve Board. 
They shall also make semiannual reports of earnings and dividends 
on F. R. B. Form 107. F. R. B. Forms 105 and 107 are made a part 
of this regulation. 


SECTION VIII. VOLUNTARY WITHDRAWAL FROM FEDERAL RESERVE SYSTEM 


1, General— Any State bank or trust company desiring to withdraw 
from membership in a Federal reserve bank may do so after six 
months’ written notice has been filed with the Federal Reserve Board; 
and the Federal Reserve Board, in its discretion and subject to such 
conditions as it may prescribe, may waive such six months’ notice 
in individual cases and may permit such bank or trust company to 
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withdraw from membership in a Federal reserve bank prior to the 
expiration of six months from the date of the written notice of its 
intention to withdraw. 

The law provides, however, that no Federal reserve bank shall, 
except upon express authority of the Federal Reserve Board, cancel 
within the same calendar year more than 25 per cent of its capital 
stock for the purpose of effecting voluntary withdrawals during that 
year. All applcations for voluntary withdrawals are required by 
law to be dealt with in the order in which they are filed with the 
board. 

2. Resolution of board of directors—Every notice of intention of a 
State bank or trust company to withdraw from membership in the 
Federal reserve system and every application for the waiver of such 
notice should be accompanied by a certified copy of a resolution duly 
adopted by the board of directors of such bank authorizing the with- 
drawal of such bank from membership in the Federal reserve system 
and authorizing a certain officer or certain officers of such bank to 
file such notice or application, to surrender for cancellation the 
Federal reserve bank stock held by such bank, to receive and receipt 
for any moneys or other property due to such bank from the Federal 
reserve bank and to do such other things as may be necessary to effect 
the withdrawal of such bank from membership 3 in the Federal reserve 
system. 

3. Notice of intention to withdraw.—Any State bank or trust company 
desiring to withdraw from membership in a Federal reserve bank 
after six months’ written notice should signify its intention to do so 
in a letter addressed to the Federal Reserve Board and mailed to 
the Federal reserve agent at the Federal reserve bank of which such 
State bank or trust company is a member. Such letter should state 
clearly the reason for the bank’s desire to withdraw from member- 
ship, and should inclose a certified copy of the resolution of the 
board of directors of such bank required by subsection 2 hereof. 
The Federal reserve agent shall immediately forward such notice to 
the Federal Reserve Board; and the bank giving tice will be 
permitted to withdraw from membership by surrendering its stock 
in the Federal reserve bank for cancellation six months after the 
date on which such notice was received by the Federal reserve agent, 
unless other such notices previously received during the same year 
would result in the cancellation of more than 25 per cent of the 
capital stock of such Federal reserve bank during that calendar year. 

4, Application for waiver of notice—Any State bank or trust company 
desiring to withdraw from membership in a Federal reserve bank 
without awaiting the expiration of six months from the date of its 
written notice of intention to do so shall address a letter to the 
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Federal Reserve Board applying for permission to withdraw from 
membership prior to the expiration of six months and requesting 
the Federal Reserve Board to waive the six months’ notice usually 
required. Such letter shall be accompanied by the certified copy of 
a resolution of the board of directors of such bank required by sub- 
section 2 hereof, and shall be forwarded to the Federal reserve agent 
at the Federal reserve bank of which the applying bank is a member. 
The Federal reserve agent shall forward such application to the 
Federal Reserve Board with a definite recommendation that the 
application be approved or disapproved and with a full statement 
of his reasons for such recommendation. Unless there are excep- 
tional circumstances justifying it, the Federal Reserve Board will 
not be disposed to waive such notice; and no such application will 
be approved by the Federal Reserve Board if the banks owning more 
than 10 per cent of the capital stock of such Federal reserve bank 
have previously filed notice of their intention to withdraw from 
membership during the same calendar year, 

5. Time and method of effecting actual withdrawal.—A bank’s with- 
drawal from membership in the Federal reserve system is effective 
on the date on which the Federal reserve bank stock held by it is 
duly canceled. Until such stock has been canceled, such bank re- 
mains a member of the Federal reserve system, is entitled to all the 
privileges of membership, and is required to comply with all pro- 
visions of law and all regulations of the Federal Reserve Board 
pertaining to member banks and with all conditions of membership 
applicable to it. Upon the cancellation of such stock all rights and 
privileges of such State bank or trust company as a member bank 
cease and determine. 

Upon the expiration of six months after notice of intention to 
withdraw from membership was received by the Federal reserve 
agent, or upon the waiving of such six months’ notice by the Federal 
Reserve Board, therefore, such bank or trust company should sur- 
render its stock and its certificate of membership to the Federal 
reserve bank and request that same be canceled and that all amounts 
due to it from the Federal reserve bank be refunded. Unless this is 
done within two months after the expiration of such six months’ 
notice or after the waiver of such notice by the Federal Reserve 
Board, or unless the bank requests and the board grants, an extension 
of time before the expiration of such two months, such bank will be 
presumed to have abandoned its intention of withdrawing from 
membership and will not be permitted to withdraw without again 
giving six months’ written notice or obtaining the waiver of such 
notice. 
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Upon the cancellation of such stock and, after due provision has 
been made for any indebtedness due or to become due to the Federal 
reserve bank, such bank shall be entitled to a refund of its cash paid 
subscription with interest at the rate of one-half of 1 per cent per 
month from the date of last dividend, if earned, the amount refunded 
in no event to exceed the book value of the stock at that time, and 
shall likewise be entitled to the repayment of deposits and of any 
other balance due from the Federal reserve bank. 

6. Withdrawal of notice—Any bank or trust company which has 
given notice of its intention to withdraw from membership in a 
Federal reserve bank may withdraw such notice at any time before 
its stock has been canceled and upon doing so may remain a member 
of the Federal reserve system. 
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REGULATION H 


This Regulation as printed herewith is in the form 
as revised, effective January 1, 1936 





INQUIRIES REGARDING THIS REGULATION 


_ Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 
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REGULATION H 


Revised, Effective January 1, 1936 
(Superseding Regulation H of 1930) 


‘4 MEMBERSHIP OF STATE BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM 


AUTHORITY FOR REGULATION 


This regulation is based upon and issued pursuant to provisions of 
section 9 of the Federal Reserve Act and related provisions of law. 
(Section 9 of the Federal Reserve Act is printed in the Appendix.) 


SECTION 1. DEFINITIONS 


For the purposes of this regulation— 

(a) The term “State bank” means any bank or trust company 
incorporated under a special or general law of a State or under a 
general law for the District of Columbia, any mutual savings bank 
(unless otherwise indicated), and any Morris Plan bank or other 
incorporated banking institution engaged in similar business.* 

(b) The term “mutual savings bank’? means a bank without 
capital stock transacting a savings bank business, the net earnings of 
which inure wholly to the benefit of its depositors after payment of 
obligations for any advances by its organizers, and in addition thereto 
includes any other banking institution the capital of which consists 
of weekly or other time deposits which are segregated from all other 
deposits and are regarded as capital stock for the purposes of taxation 
and the declaration of dividends. 

(c) The term “Board’?? means the Board of Governors of the 
Federal Reserve System. 

(d) The term “board of directors’? means the governing board 


of any institution performing the usual functions of a board of 
directors. 


1 Under the provisions of section 19 of the Federal Reserve Act, national banks, or banks 
organized under local laws, located in Alaska or in a dependency or insular possession or any 
part of the United States outside the continental United States are not required to become 
members of the Federal Reserve System but may, with the consent of the Board, become 
members of the System. However, this Regulation H is applicable only to the admission 
of banks eligible for admission to membership under section 9 of the Federal Reserve Act 
and does not cover the admission of banks eligible under section 19 of the Act. Any bank 
desiring to be admitted to the System under the provisions of section 19 should communicate 
with the Federal Reserve bank with which it desires to do business. 
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(e) The term ‘Federal Reserve bank stock’ includes the deposit 
which may be made with a Federal Reserve bank in lieu of a sub- 
scription for stock by a mutual savings bank which is not permitted 
to purchase stock in a Federal Reserve bank, unless otherwise 
indicated. 

(f) The terms “capital” and “capital stock”) mean common stock, 
preferred stock, and legally issued capital notes and debentures pur- 
chased by the Reconstruction Finance Corporation which may be 
considered capital and capital stock for purposes of membership in 
the Federal Reserve System under the provisions of section 9 of the 
Federal Reserve Act. | 


SECTION 2. ELIGIBILITY REQUIREMENTS 


(a) Capital requirements.——Under the terms of section 9 of 
the Federal Reserve Act, as amended, to be eligible for admission 
to membership in the Federal Reserve System— 

(1) A State bank, other than a mutual savings bank, must 
possess a paid-up, unimpaired ? capital sufficient to entitle it to 
become a national banking association in the place where it is 
situated under the provisions of the National Bank Act, except 
in the following circumstances, in which case such a bank may 
be admitted to membership with a lesser capital as indicated: 

(A) Any such institution organized prior to June 16, 1933 
(the date of the approval of the Banking Act of 1983) 
situated in a place the population of which does not exceed 
3,000 inhabitants and at the time of admission having a 
capital of not less than $25,000; 

(B) Any such institution (whether or not organized prior 
to June 16, 1933) situated in a place the population of which 
does not exceed 3,000 inhabitants and which at the time of 
admission is entitled to the benefits of insurance under sec- 
tion 12B of the Federal Reserve Act and has a capital of 
not less than $25,000; 


2 Section 345 of the Banking Act of 1935 provides in part that: “If any part of the 
capital of a national bank, State member bank, or bank applying for membership in the 
Federal Reserve System consists of preferred stock, the determination of whether or not 
the capital of such bank is impaired and the amount of such impairment shall be based 
upon the par value of its stock even though the amount which the holders of such preferred 
stock shall be entitled to receive in the event of retirement or liquidation shall be in excess 
of the par value of such preferred stock. If any such bank or trust company shall have 
outstanding any capital notes or debentures of the type which the Reconstruction Finance 
Corporation is authorized to purchase pursuant to the provisions of section 304 of the 
Emergency Banking and Bank Conservation Act, approved March 9, 1933, as amended, the 
capital of such bank may be deemed to be unimpaired if the sound value of its assets is 
not less than its total liabilities, including capital stock, but excluding such capital notes 
or debentures and any obligations of the bank expressly subordinated thereto.” 
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(C) Any such institution which is required under the 
provisions of subsection (y) of section 12B of the Federal 
Reserve Act to become a member of the Federal Reserve 
System in order to be an insured bank or continue to have 
any part of its deposits insured under the provisions of 
section 12B of the Federal Reserve Act? and for which the 
Board, pursuant to subsection (b) of this section of this 
regulation, waives in whole or in part compliance with the 
capital requirements of section 9 of the Federal Reserve Act 
relating to the admission of banks to membership in the 
Federal Reserve System. 

(2) A mutual savings bank must possess surplus and undi- 
vided profits not less than the amount of capital required for 
the organization of a national bank in the place where it is 
situated. 

(3) The minimum capital required for the organization of a 
national bank, referred to hereinbefore in connection with the 
capital required for admission to membership in the Federal 
Reserve System, is as follows: 


: - | Minimum 
If located in a city or town with a population Cities 
Not exceeding 6,000 inhabitants.................. $ 50,000 


Exceeding 6,000 but not exceeding 50,000 inhabitants 100,000 
Exceeding 50,000 inhabitants (except as stated below) 200,000 
In an outlying district of a city with a population 

exceeding 50,000 inhabitants; provided State law 

permits organization of State banks in such loca- 

tion with a capital of $100,000 or less.......... 100,000 


(b) Waiver of eligibility requirements.——The Board is authorized 
to waive requirements relating to the admission of State banks to 


3 The first paragraph of subsection (y) of section 12B of the Federal Reserve Act provides 
that: ‘“‘No State bank which during the calendar year 1941 or any succeeding calendar year 
shall have average deposits of $1,000,000 or more shal] be an insured bank or continue to 
have any part of its deposits insured after July 1 of the year following any such calendar 
year during which it shall have had such amount of average deposits, unless such bank 
shall be a member of the Federal Reserve System: Provided, That for the purposes of this 
paragraph the term ‘State bank’ shall not include a savings bank, a mutual savings bank, 
a Morris Plan bank or other incorporated banking institution engaged only in a business 
similar to that transacted by Morris Plan banks, a State trust company doing no commer- 
cial banking business, or a bank located in Hawaii, Alaska, Puerto Rico, or the Virgin 
Islands.” 
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membership in the Federal Reserve System for any State bank whick 
is required to become a member of the System in order to be au 
insured bank or continue to have any part of its deposits insured. 
However, under applicable provisions of law (see footnote 3 on page 
3 of this regulation), it cannot be determined before the end of the 
year 1941 what banks will be required to become members of the 
System in order to be insured banks or continue to have any part 
of their deposits insured, and, therefore, the Board cannot exercise 
its authority to waive eligibility requirements before the end of the 
year 1941. 
SECTION 3. INSURANCE OF DEPOSITS 

Any State bank becoming a member of the Federal Reserve System 
after the date of the enactment of the Banking Act of 1935 (August 
23, 1935) and which is not at the time an insured bank under the 
provisions of section 12B of the Federal Reserve Act, will become 
an insured bank under the provisions of that section on the date upon 
which it becomes a member of the Federal Reserve System.* In the 
case of an insured bank which is admitted to membership in the 
Federal Reserve System, the bank will continue to be an insured bank. 


SECTION 4. APPLICATION FOR MEMBERSHIP 


(a) State bank, other than a mutual savings bank.—A State 


bank, other than a mutual savings bank, applying for membership, 


shall make application on Form 838A to the Board for an amount of 
capital stock in the Federal Reserve bank of its district equal to six 
per cent of the paid-up capital stock and surplus of the applying 
institution. 

(6) Mutual savings bank.—A mutual savings bank applying for 
membership shall make application on Form 83B to the Board for 
an amount of capital stock in the Federal Reserve bank of its district 
equal to six-tenths of one per cent of its total deposit liabilities as 
‘shown by the most recent report of examination of such institution 
preceding its admission to membership, or, if such institution be not 
permitted by the laws under which it was organized to purchase stock 
in a Federal Reserve bank, on Form 83C, for permission to deposit 
with the Federal Reserve bank an amount equal to the amount which 


4In the case of a State bank which at the time of its admission to membership in the 
Federal Reserve System -is not an insured bank, the Board is required under the provisions 
of subsections (e) and (g) of section 12B of the Federal Reserve Act to issue a certificate 
to the Federal Deposit Insurance Corporation to the effect that the bank is a member of 
the Federal Reserve System and that consideration has been given to the financial history 
and condition of the bank, the adequacy of its capital structure, its future earnings 
prospects, the general character of its management, the convenience and needs of the 
community to be served by the bank, and whether or not its corporate powers are con- 
sistent with the purposes of section 12B of the Federal Reserve Act. 
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it would have been required to pay in on account of a subscription 
to capital stock. 

(c) Mutual savings bank not authorized to purchase stock of Fed- 
eral Reserve bank at time of admission.—If a mutual savings bank 
be admitted to membership on the basis of a deposit of the required 
amount with the Federal Reserve bank in lieu of payment upon 
capital stock because the laws under which such bank was organized 
do not at that time authorize it to purchase stock in the Federal 
Reserve bank, it shall subscribe on Form 88D for the appropriate 
amount of stock in the Federal Reserve bank whenever such laws 
are amended so as to authorize it to purchase stock in a Federal 
Reserve bank.® 


(d) Execution and filing of application.—Each application made 
under the provisions of this section and the exhibits referred to in the 
application blank shall be executed and filed, in duplicate, with the 
Federal Reserve Agent at the Federal Reserve bank of the district 
in which the applying bank is located. 


SECTION 5. APPROVAL OF APPLICATION 


(a) Matters given special consideration by Board.—lIn passing 
upon an application, the following matters will be given special 
consideration: 


(1) The financial history and condition of the applying bank 
and the general character of its management; 

(2) The adequacy of its capital structure and its future earn- 
ings prospects; 

(3) The convenience and needs of the community to be served 
by the bank; and 

(4) Whether its corporate powers are consistent with the pur- 
poses of the Federal Reserve Act. 


(6) Procedure for admission to membership after approval of appli- 
cation.—If an applying bank conforms to all the requirements of 
the Federal Reserve Act and this regulation and is otherwise qualified 
for membership, its application will be approved subject to such con- 
ditions as may be prescribed pursuant to the provisions of the Federal 
Reserve Act. When the conditions prescribed have been accepted by 


5 The Federal Reserve Act provides that, if the laws under which any such savings bank 
was organized be not amended at the first session of the legislature following the admission 
of the savings bank to membership so as to authorize mutual savings banks to purchase 
Federal Reserve bank stock, or if such laws be so amended and the bank fail within six 
months thereafter to purchase such stock, all of its rights and privileges as a member bank 
shall be forfeited and its membership in the Federal Reserve System shall be terminated inv 
the manner prescribed in section 9 of the Federal Reserve Act. 
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the applying bank, it should pay to the Federal Reserve bank of 
its district one-half of the amount of its subscription and, upon receipt 
of advice from the Federal Reserve bank as to the required amount, 
one-half of one per cent of its paid-up subscription for each month 
from the period of the last dividend.© The remaining half of the 
bank’s subscription shall be subject to call when deemed necessary 
by the Board. The bank’s membership in the Federal Reserve Sys- 
tem shall become effective on the date as of which a certificate of 
stock of the Federal Reserve bank is issued to it pursuant to its 
application for membership or, in the case of a mutual savings bank 
which is not authorized to subscribe for stock, on the date as of which 
a certificate representing the acceptance of a deposit with the Federai 
Reserve bank in place of a payment on account of a subscription to 
stock is issued to it pursuant to its application for membership. 


SECTION 6. CONDITIONS OF MEMBERSHIP 


(a) Conditions applicable to all institutions applying for membership.— 
Pursuant to the authority contained in the first paragraph of section 
9 of the Federal Reserve Act, which authorizes the Board to permit 
applying State banks to become members of the Federal Reserve Sys- 
tem “subject to the provisions of this Act and to such conditions as 
it may prescribe pursuant thereto,” the Board, except as hereinafter 
stated, will prescribe the following conditions of membership for each 
State bank hereafter applying for admission to the Federal Reserve 
System, and, in addition, such other conditions as may be considered 
necessary or advisable in the particular case— 

1. Such bank at all times shall conduct its business and exer- 
cise its powers with due regard to the safety of its depositors, and, 
except with the permission of the Board of Governors of the 
Federal Reserve System, such bank shall not cause or permit any 
change to be made in the general character of its business or in 
the scope of the corporate powers exercised by it at the time 
of admission to membership.’ 


®In the case of a mutual savings bank which is not permitted by the laws under which 
it was organized to purchase stock in a Federal Reserve bank, it shall deposit with the 
Federal Reserve bank an amount equal to the amount which it would have been required 
to pay in on account of a subscription to capital stock. 

TIf, after admission of any bank to membership, it should desire to make any change in 
the general character of its business or in the scope of its corporate powers exercised at 
the time of admission, it will be necessary for it to obtain the permission of the Board 
before making any such change. 

The acquisition by a bank of the assets of another institution through merger, con- 
solidation, or purchase may result in a change in the character of its assets or the scope 
of its functions within the meaning of condition numbered 1, and if at any time a member 
State bank subject to such condition anticipates making any such acquisition a detailed 
report setting forth all of the facts in connection with the transaction should be made 
promptly to the Federal Reserve bank of the district in which such bank is located. 
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2. The net capital and surplus funds of such bank shall be 
adequate in relation to the character and condition of its assets 
and to its deposit liabilities and other corporate responsibilities,® 
and its capital ® shall not be reduced except with the permission 
of the Board of Governors of the Federal Reserve System.?° 

3. Such bank shall not engage as a business in issuing or selling 
either directly or indirectly (through affiliated corporations or 
otherwise) notes, bonds, mortgages, certificates, or other evidences 
of indebtedness representing real estate loans or participations 
therein, either with or without a guarantee, indorsement, or other 
obligation of such bank or an affiliated corporation. 


(b) Conditions applicable to institutions exercising trust powers.— 
The Board will also prescribe for each trust company or State bank 
exercising trust powers at the time of its admission to membership 
the following conditions of membership which are appropriate for 
institutions exercising trust powers: 

4. Such bank shall not invest funds held by it as fiduciary in 
obligations of or property acquired from the bank or its directors, 
officers, employees, members of their families, or their interests, 


or in obligations of or property acquired from affiliates of the 
bank.?? 


5. Such bank shall not invest funds held by the bank as fidu- 
ciary in participations in pools of mortgage bonds or other 
securities, and the securities and investments of each trust shall 


SIf at any time, in the light of all the circumstances, the aggregate amount of the 
bank’s net capital and surplus funds appears to be inadequate, the bank, within such period 
as shall be deemed by the Board to be reasonable for this purpose, shall increase the ,amount 
thereof to an amount which in the judgment of the Board shall be adequate in relation to 
the bank’s aggregate deposit liabilities and other corporate responsibilities. 

®° This applies to capital stock of all classes and to capital notes and debentures legally 
issued and purchased by the Reconstruction Finance Corporation which, under the Federal 
Reserve Act, are considered as capital for purposes of membership. 

A reduction in capital, however, shall not be deemed to be contrary to this provision if, 
at the same time, the capital is correspondingly increased or a specific reserve in an amount 
not less than the amount of the capital reduction is set aside to provide for an increase in 
capital and can be used for no other purpose; provided, of course, the transaction does not 
violate any provision of applicable laws. 

10 This condition will not be prescribed in connection with the admission of mutual 
savings banks to membership in the Federal Reserve System. 

11This condition does not apply to the sale of mortgages covered by insurance under 
the provisions of the National Housing Act. 

2% Under established principles regarding the handling of trust funds, a trustee or other 
fiduciary should not have any interest in the funds of a trust except as a fiduciary, and 
the condition contemplates that a trust institution will not invest trust funds in the obliga- 
tions of any organization in which officers, directors, or employees of the trust institution 
or their families have such an interest as might affect the exercise of the best judgment 
of the management of the trust institution in investing trust funds. 

This condition shall not be deemed to prevent investments which are expressly required 
by the trust instrument creating the trust or by court order. 
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be kept separate from those of all other trusts and separate also 
from the properties of the bank itself; 1? provided, however, that 
the Board of Governors of the Federal Reserve System will not 
object to the collective investment of trust funds where the cash 
balances to the credit of certain trust estates are too small to 
be invested separately to advantage, if the bank owns no partici- 
pation in the securities in which such collective investments are 
made and has no interest in them except as trustee or other 
fiduciary, and if such collective investment is not prohibited by 
State law or the instrument creating the trust. 

6. If funds held by such bank as fiduciary are deposited in 
its commercial or savings department or otherwise used in the 
conduct of its business, it shall deposit with its trust department 
security in the same manner and to the same extent as is required 
of national banks exercising fiduciary powers.1* 


SECTION 7. POWERS AND RESTRICTIONS 


Every State bank while a member of the Federal Reserve System— 

(a) Shall retain its full charter and statutory rights subject to the 
provisions of the Federal Reserve Act and other Acts of Congress 
applicable to member State banks, to the regulations of the Board 
made pursuant to law, and to the conditions prescribed by the Board 
and agreed to by such bank prior to its admission; 

(6b) Shall enjoy all the privileges and observe all the requirements 
of the Federal Reserve Act and other Acts of Congress applicable 
to member State banks and of the regulations of the Board made 
pursuant to law which are applicable to member State banks; and 

(c) Shall comply at all times with any and all conditions of mem- 
bership prescribed by the Board in connection with the admission of 
such bank to membership in the Federal Reserve System. 


SECTION 8 ESTABLISHMENT OR MAINTENANCE OF BRANCHES 


(a) In general—Every State bank which is or hereafter becomes 
a member of the Federal Reserve System is subject to the provisions 
of section 9 of the Federal Reserve Act relating to the establishment 





13This does not prevent a bank from investing the funds of several trusts in a single 
real estate loan of the kind which could be made by a national bank under the provisions 
of section 24 of the Federal Reserve Act, as amended, if the bank owns no participation in 
the loan and has no interest therein except as trustee or other fiduciary. 

14Such requirements applicable to national banks are contained in section 11(k) of the 
Federal Reserve Act and the Board’s Regulation F issued pursuant to section 11(k). 

In cases where trust funds are fully protected by a statutory preference in all of the 
assets of the bank over its general creditors, the Board may waive compliance with this 
condition. However, if compliance be waived in any case, the Board expressly reserves the 
right to require compliance with the condition if, at any time, it feels that such trust 
funds are not adequately protected. 
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and maintenance of branches in the United States or in a dependency 
or insular possession thereof or in a foreign country. Under the pro- 
visions of section 9, member State banks establishing and operating 
branches in the United States beyond the corporate limits of the city, 
town, or village in which the parent bank is situated must conform 
to the same terms, conditions, limitations, and restrictions as are 
applicable to the establishment of branches by national banks under 
the provisions of section 5155 of the Revised Statutes of the United 
States relating to the establishment of branches in the United States, 
except that the approval of any such branches must be obtained from 
the Board rather than from the Comptroller of the Currency. Under 
the provisions of section 9, member State banks establishing and 
operating branches in a dependency or insular possession of the United 
States or in a foreign country must conform to the terms, conditions, 
limitations, and restrictions contained in section 25 of the Federal 
Reserve Act relating to the establishment by national banks of 
branches in such places. The principal applicable provisions of law 
have been interpreted as follows: 


(b) Branches in ‘the United States.— 

1. Branches established within the corporate limits of the city, 
town, or village in which the parent bank is situated do not 
require the approval of the Board. 

2. Before a member State bank establishes a branch beyond 
the corporate limits of the city, town, or village in which it is 
situated, it must obtain the approval of the Board. 

3. Before any nonmember State bank having a branch or 
branches established after February 25, 1927, beyond the cor- 
porate limits of the city, town, or village in which the bank is 
situated is admitted to membership in the Federal Reserve Sys- 
tem, it must obtain the approval of the Board for the retention 
of such branches; and any provisions contained in this section 
of this regulation which by their terms relate to the establish- 
ment or retention of branches by member State banks are equally 
applicable to the retention by a nonmember State bank applying 
for membership and having any branches previously established. 

4. A member State bank located in a State which by statute 
law permits the maintenance of branches within county or greater 
limits may, with the approval of the Board, establish and operate, 
without regard to the capital requirements of section 5155 of the 
Revised Statutes, a seasonal agency in any resort community 
within the limits of the county in which the main office of such 
bank is located for the purpose of receiving and paying out 
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deposits, issuing and cashing checks and drafts, and doing busi- 
ness incident thereto, if no bank is located and doing business in 
the place where the proposed agency is to be located; and any 
permit issued for the establishment of such an agency shall be 
revoked upon the opening of a State or national bank in the 
community where the agency is located. 

5. Except as stated in the immediately preceding paragraph, 
a member State bank which establishes a branch beyond the cor- 
porate limits of the city, town, or village in which it is situated 
must have a paid-in and unimpaired capital stock of not less 
than $500,000, except that, in a State with a population of less 
than 1,000,000, and which has no city located therein with a 
population exceeding 100,000, the capital stock shall be not less 
than $250,000, and except that, in a State with a population of 
less than 500,000, and which has no city located therein with a 
population exceeding 50,000, the capital stock shall be not less 
than $100,000. In any such case, the aggregate capital stock of 
the member State bank and its branches shall at no time be less 
than the aggregate minimum capital stock required by law for 
the establishment of an equal number of national banking asso- 
ciations situated in the various places where such member State 
bank and its branches are situated. 

6. A member State bank may not establish a branch beyond 
the corporate limits of the city, town, or village in which it is 
situated unless such establishment and operation are at the time 
authorized to State banks by the statute law of the State in ques- 
tion by language specifically granting such authority affirmatively 
and not merely by implication or recognition, and subject to the 
restrictions as to location imposed by the law of the State on 
State banks. 

7. Any member State bank which, on February 25, 1927, had 
established and was actually operating a branch or branches in 
conformity with the State law is permitted to retain and operate 
the same while remaining a member of the Federal Reserve Sys- 
tem, regardless of the location of such branch or branches. 

8. In order to remain a member of the Federal Reserve Sys- 
tem, every member State bank must relinquish any branch or 
branches established after February 25, 1927, beyond the cor- 
porate limits of the city, town, or village in which the parent 
bank is situated, unless such branch or branches are in conformity 
with or are brought into conformity with the same terms, condi- 
tions, limitations, and restrictions as would be applicable in the 
case of the establishment of such branches. 
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9. The removal of a branch from one town to another town 
constitutes the establishment of a branch in such other town 
within the meaning of the provisions of the Federal Reserve Act. 


(c) Application for approval of branches in United States.— 
Any member State bank desiring to establish a branch beyond the 
corporate limits of the city, town, or village in which it is located 
and any nonmember State bank applying for membership and desir- 
ing to retain any branch established after February 25, 1927, beyond 
the corporate limits of the city, town, or village in which the bank is 
situated should submit a request for the approval by the Board of 
any such branch to the Federal Reserve Agent at the Federal Reserve 
bank of the district in which the bank is located. Any such request 
should be accompanied by advice as to the scope of the functions and 
the character of the business which are or will be performed by the 
branch and detailed information regarding the policy followed or 
proposed to be followed with reference to supervision of the branch 
by the head office; and the bank may be required in any case to fur- 
nish additional information which will be helpful to the Board in 
determining whether to approve such request. 


(d) Foreign branches.—Before a member State bank establishes 
a branch in a foreign country, or dependency or insular possession 
of the United States, it must have a capital and surplus of $1,000,000 
or more and obtain the approval of the Board. 


(e€) Application for approval of foreign branches.—Any member 
State bank desiring to establish such a branch and any nonmember 
State bank applying for membership and desiring to retain any such 
branch established after February 25, 1927, should submit a request 
for the approval by the Board of any such branch to the Federal 
Reserve Agent at the Federal Reserve bank of the district in which 
the bank is located. Any such request should be accompanied by 
advice as to the scope of the functions and the character of the 
business which are or will be performed by the branch and detailed 
information regarding the policy followed or proposed to be followed 
with reference to supervision of the branch by the head office; and 
the bank may be required in any case to furnish additional informa- 
tion which will be helpful to the Board in determining whether to 
approve such request. 
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SECTION 9. PUBLICATION OF REPORTS OF MEMBER BANKS 
AND THEIR AFFILIATES % 


(a) Reports of member banks.—Each report of condition made 
by a member State bank, which is required to be made to the Federal 
Reserve bank of its district as of call dates fixed by the Board of 
Governors of the Federal Reserve System, shall be published by 
such member bank within twenty days from the date the call therefor 
is issued. 

The report shall be printed in a newspaper published in the place 
where the bank is located or, if there be no newspaper published in 
the place where the bank is located, then in a newspaper published 
in the same or in an adjoining county and in general circulation in 
the place where the bank is located. The term “newspaper”, for the 
purpose of this regulation, means a publication with a general circu- 
lation published not less frequently than once a week, one of the 
primary functions of which is the dissemination of news of general 
interest. 

The copy of the report for the use of the printer for publication 
should be prepared on Form 105e. The published information shall 
agree in every respect with that shown on the face of the condition 
report rendered to the Federal Reserve bank, except that any item 
for which no amount is reported may be omitted in the published 
statement. All signatures shall be the same in the published state- 
ment as in the original report submitted to the Federal Reserve bank, 
but the signatures may’ be typewritten or otherwise copied on the 
report for publication. 

A copy of the printed report shall be submitted to the Federal 
Reserve bank attached to the publisher’s certificate on Form 105e. 

(b) Reports of affiliates.‘°—Each report of an affiliate of a mem- 


15 Under the provisions of section 9 of the Federal Reserve Act, reports of condition of 
member State banks which, under that section, must be made to the respective Federal 
Reserve banks on eall dates fixed by the Board of Governors of the Federal Reserve System 
“shall be published by the reporting banks in such manner and in accordance with such 
regulations as the said Board may prescribe’’. 

Section 9 also provides that the reports of affiliates of a member State bank which are 
required by that section to be furnished to the respective Federal Reserve banks ‘“‘shall be 
published by the bank under the same conditions as govern its own condition reports’. 
The term “affiliates”, as used in this provision of section 9, under the express terms of 
that section, includes “‘holding company affiliates as well as other affiliates’, but a member 
State bank is not required to furnish to a Federal Reserve bank the report of an affiliated 
member bank. 

16 Section 21 of the Federal Reserve Act, among other things, provides as follows: ‘““When- 
ever member banks are required to obtain reports from affiliates, or whenever affiliates of 
member banks are required to submit to examination, the Board of Governors of the 
Federal Reserve System or the Comptroller of the Currency, as the case may be, may waive 
such requirements with respect to any such report or examination of any affiliate if in the 
judgment of the said Board or Comptroller, respectively, such report or examination is not 
necessary to disclose fully the relations between such affiliate and such bank and the effect 
thereof upon the affairs of such bank.” Therefore, of course, in any case where the 
Board of Governors waives the filing of a report of an affiliate of a member State bank, 
no publication of a report of such affiliate is required. 
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ber State bank, including a holding company affiliate, shall be pub- 
lished at the same time and in the same newspaper as the affiliated 
bank’s own condition report submitted to the Federal Reserve bank, 
unless an extension of time for submission of the report of the 
affiliate has been granted under authority of the Board of Governors 
of the Federal Reserve System: When such extension of time has 
been granted, the report of the affiliate must be submitted and pub- 
lished before the expiration of such extended period in the same news- 
paper as the condition report of the bank was published. 


The copy of the report for the use of the printer for publication 
should be prepared on Form 220a. The published information shail 
agree in every respect with that shown on the face of the report of 
the affiliate furnished to the Federal Reserve bank by the affiliated 
member bank, except that any item appearing under the caption 
“Financial relations with bank” against which the word “none” 
appears on the report furnished to the Federal Reserve bank may be 
omitted in the published statement of the affiliate, provided that if 
the word “none” is shown against all of the items appearing under 
such caption in the report furnished to the Federal Reserve bank 
the caption “Financial relations with bank” shall appear in the pub- 
lished statement followed by the word “none.” All signatures shall be 
the same in the published statement as in the original report submitted 
to the Federal Reserve bank, but the signatures may be typewritten 
or otherwise copied on the report for publication. 


A copy of the printed report shall be submitted to the Federal 
Reserve bank attached to the publisher’s certificate on Form 220a. 


SECTION 10. VOLUNTARY WITHDRAWAL FROM FEDERAL RESERVE SYSTEM 


(a) General.—Any State bank desiring to withdraw from member- 
ship in a Federal Reserve bank may do so after six months’ written 
notice has been filed with the Board; 1” and the Board, in its discre- 
tion, may waive such six months’ notice in any individual case and 
may permit such bank to withdraw from membership in a Federal 
Reserve bank, subject to such conditions as the Board may prescribe, 
prior to the expiration of six months from the date of the written 
notice of its intention to withdraw. 

(b) Notice of intention of withdrawal.—Any State bank desiring 
to withdraw from membership in a Federal Reserve bank should 


17 Under specific provisions of section 9 of the Federal Reserve Act, however, no Federal 
Reserve bank shall, except upen express authority of the Board, cancel within the same 
calendar year more than twenty-five per cent of its capital stock for the purpose of effecting 
voluntary withdrawals during that year. All applications for voluntary withdrawals are 
required by the law to be dealt with in the order in which they are filed with the Board. 
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signify its intention to do so in a letter addressed to the Board and 
mailed to the Federal Reserve Agent at the Federal Reserve bank of 
which such bank is a member. Such letter should state clearly the 
reason for the bank’s desire to withdraw. Any such bank desiring 
to withdraw from membership prior to the expiration of six months 
from the date of written notice of its intention to withdraw should 
so state in the letter signifying its intention to withdraw and should 
state the reason for its desire to withdraw prior to the expiration 
of six months. 


Every notice of intention of a bank to withdraw from membership 
in the Federal Reserve System and every application for the waiver 
of such notice should be accompanied by a certified copy of a resolu- 
tion duly adopted by the board of directors of such bank authorizing 
the withdrawal of such bank from membership in the Federal Reserve 
System and authorizing a certain officer or certain officers of such 
bank to file such notice or application, to surrender for cancellation 
the Federal Reserve bank stock held by such bank, to receive and 
receipt for any moneys or other property due to such bank from the 
Federal Reserve bank and to do such other things as may be necessary 
to effect the withdrawal of such bank from membership in the Federal 
Reserve System. 


Notice of intention to withdraw or application for waiver of six 
months’ notice of intention to withdraw by any bank which is in the 
hands of a conservator or other State official acting in a capacity 
similar to that of a conservator should be accompanied by advice 
from the conservator or other such State official that he joins in such 
notice or application. 


(c) Time and method of effecting actual withdrawal.—Upon 
the expiration of six months after notice of intention to withdraw 28 
or upon the waiving of such six months’ notice by the Board, such 
bank may surrender its stock and its certificate of membership to the 
Federal Reserve bank and request that same be canceled and that 


1% The six months’ period begins to run on the date when the notice of intention to 
withdraw is received by the Federal Reserve Agent, the Board’s official representative at 
the Federal Reserve bank. 
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all amounts due to it from the Federal Reserve bank be refunded.” 
Unless this is done within two months after the expiration of such 
six months’ notice or after the waiver of such notice by the Board, 
or unless the bank requests and the Board grants an extension of time, 
such bank will be presumed to have abandoned its intention of with- 
drawing from membership and will not be permitted to withdraw 
without again giving six months’ written notice or obtaining the 
waiver of such notice. 

(d) Withdrawal of notice—Any bank which has given notice of 
its intention to withdraw from membership in a Federal Reserve bank 
may withdraw such notice at any time before its stock has been 
canceled and upon doing so may remain a member of the Federal 
Reserve System. The notice rescinding the former notice should be 
accompanied by a certified copy of an appropriate resolution duly 
adopted by the board of directors of the bank. 


SECTION 11. BOARD FORMS 


All forms referred to in this regulation and all such forms as they 
may be amended from time to time shall be a part of this regulation. 





19 A bank’s withdrawal from membership in the Federal Reserve System is effective on 
the date on which the Federal Reserve bank stock held by it is duly canceled. Until such 
stock has been canceled, such bank remains a member of the Federal Reserve System, is 
entitled to all the privileges of membership, and is required to comply with all provisions 
of law and all regulations of the Board pertaining to member banks and with all conditions 
of membership applicable to it. Upon the cancellation of such stock, all rights and privileges 
of such bank as a member bank shall terminate. 

Upon the cancellation of such stock, and after due provision has been made for any 
indebtedness due or to become due to the Federal Reserve bank, such bank shall be entitled 
to a refund of its cash paid subscription with interest at the rate of one-half of one per 
cent per month from the date of last dividend, the amount refunded in no event to exceed 
the book value of the stock at that time, and shall likewise be entitled to the repayment of 
deposits and of any other balance due from the Federal Reserve bank. 


APPENDIX 
Statutory Provisions 


Section 9 of the Federal Reserve Act provides as follows: 
Applications for membership by State banks ! 


Any bank incorporated by special law of any State, or organized 
under the general laws of any State or of the United States, including 
Morris Plan banks and other incorporated banking institutions en- 
gaged in similar business, desiring to become a member of the Federal 
Reserve System, may make application to the Board of Governors of 
the Federal Reserve System, under such rules and regulations as it 
may prescribe, for the right to subscribe to the stock of the Federal 
reserve bank organized within the district in which the applying bank 
is located. Such application shall be for the same amount of stock 
that the applying bank would be required to subscribe to as a national 
bank. For the purposes of membership of any such bank the terms 
“capital” and “capital stock” shall include the amount of outstanding 
capital notes and debentures legally issued by the applying bank and 
purchased by the Reconstruction Finance Corporation. The Board 
of Governors of the Federal Reserve System, subject to the provisions 
of this Act and to such conditions as it may prescribe pursuant thereto 
may permit the applying bank to become a stockholder of such 
Federal reserve bank. 


Branches of State member banks 


Any such State bank which, at the date of the approval of this 
Act, has established and is operating a branch or branches in con- 
formity with the State law, may retain and operate the same while 
remaining or upon becoming a stockholder of such Federal reserve 
bank; but no such State bank may retain or acquire stock in a Federal 
reserve bank except upon relinquishment of any branch or branches 
established after the date of the approval of this Act beyond the 
limits of the city, town, or village in which the parent bank is situated. 
Provided, however, That nothing herein contained shall prevent any 
State member bank from establishing and operating branches in the 
United States or any dependency or insular possession thereof or in 
any foreign country, on the same terms and conditions and subject 
to the same limitations and restrictions as are applicable to the estab- 
lishment of branches by national banks except that the approval of 
the Board of Governors of the Federal Reserve System, instead of 
the Comptroller of the Currency, shall be obtained before any State 
member bank may hereafter establish any branch and before any 
State bank hereafter admitted to membership may retain any brancli 
established after February 25, 1927, beyond the limits of the city, 
town, or village in which the parent bank is situated. 





1 This and subsequent catchlines are not a part of the law. 
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Financial condition, management and powers 


In acting upon such application the Board of Governors of the 
Federal Reserve System shall consider the financial condition of the 
applying bank, the general character of its management, and whether 
or not the corporate powers exercised are consistent with the purposes 
of this act. 


Payment of subscription 


Whenever the Board of Governors of the Federal Reserve System 
shall permit the applying bank to become a stockholder in the Federal 
reserve bank of the district its stock subscription shall be payable 
on call of the Board of Governors of the Federal Reserve System, and 
stock issued to it shall be held subject to the provisions of this act. 


Provisions of law to be complied with; reports of condition 


All banks admitted to membership under authority of this section 
shall be required to comply with the reserve and capital requirements 
of this act and to conform to those provisions of law imposed on 
national banks which prohibit such banks from lending on or pur- 
chasing their own stock, which relate to the withdrawal or impairment 
of their capital stock, and which relate to the payment of unearned 
dividends. Such banks and the officers, agents, and employees thereof 
shall also be subject to the provisions of and to the penalties pre- 
scribed by section fifty-two hundred and nine of the Revised Statutes, 
and shall be required to make reports of condition and of the pay- 
ment of dividends to the Federal reserve bank of which they become 
a member. Not less than three of such reports shall be made annually 
on call of the Federal reserve bank on dates to be fixed by the Board 
of Governors of the Federal Reserve System. Failure to make such 
reports within ten days after the date they are called for shall subject 
the offending bank to a penalty of $100 a day for each day that it 
fails to transmit such report; such penalty to be collected by the 
Federal reserve bank by suit or otherwise. Such reports of condition 
shall be in such form and shall contain such information as the 
Board of Governors of the Federal Reserve System may require and 
shall be published by the reporting banks in such manner and in 
accordance with such regulations as the said Board may prescribe. 


Examinations 

As a condition of membership such banks shall likewise be subject 
to examinations made by direction of the Board of Governors of the 
Federal Reserve System or of the Federal reserve bank by examiners 
selected or approved by the Board of Governors of the Federal Re- 
serve System. 


Acceptance of State examinations; expenses; reports of examinations 


Whenever the directors of the Federal reserve bank shall approve 
the examinations made by the State authorities, such examinations 
and the reports thereof may be accepted in lieu of examinations made 
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by examiners selected or approved by the Board of Governors of the 
Federal Reserve System: Provided, however, That when it deems 
it necessary the board may order special examinations by examiners 
of its own selection and shall in all cases approve the form of the 
report. The expenses of all examinations, other than those made by 
State authorities, may, in the discretion of the Board of Governors 
of the Federal Reserve System, be assessed against the banks exam- 
ined and, when so assessed, shall be paid by the banks examined. 
Copies of the reports of such examinations may, in the discretion of 
the Board of Governors of the Federal Reserve System, be furnished 
to the State authorities having supervision of such banks, to officers, 
directors, or receivers of such banks, and to any other proper persons. 


Forfeiture of membership 


If at any time it shall appear to the Board of Governors of the 
Federal Reserve System that a member bank has failed to comply 
with the provisions of this section or the regulations of the Board of 
Governors of the Federal Reserve System made pursuant thereto, 
or has ceased to exercise banking functions without a receiver or 
liquidating agent having been appointed therefor, it shall be within 
the power of the board after hearing to require such bank to surrender 
its stock in the Federal reserve bank and to forfeit all rights and 
privileges of membership. The Board of Governors of the Federal 
Reserve System may restore membership upon due proof of compli- 
ance with the conditions imposed by this section. 


Voluntary withdrawal from membership 


Any State bank or trust company desiring to withdraw from mem- 
bership in a Federal reserve bank may do so, after six months’ written 
notice shall have been filed with the Board of Governors of the Fed- 
eral Reserve System, upon the surrender and cancellation of all of its 
holdings of capital stock in the Federal reserve bank: Provided, That 
the Board of Governors of the Federal Reserve System, in its discre- 
tion and subject to such conditions as it may prescribe, may waive 
such six months’ notice in individual cases and may permit any such 
State bank or trust company to withdraw from membership in a 
Federal reserve bank prior to the expiration of six months from the 
date of the written notice of its intention to withdraw: Provided, 
however, That no Federal reserve bank shall, except under express 
authority of the Board of Governors of the Federal Reserve System, 
cancel within the same calendar year more than twenty-five per 
centum of its capital stock for the purpose of effecting voluntary 
withdrawals during that year. All such applications shall be dealt 
with in the order in which they are filed with the board. Whenever 
a member bank shall surrender its stock holdings in a Federal reserve 
bank, or shall be ordered to do so by the Board of Governors of the 
Federal Reserve System, under authority of law, all of its rights and 
privileges as a member bank shall thereupon cease and determine, 
and after due provision has been made for any indebtedness due or 
to become due to the Federal reserve bank it shall be entitled to s 
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refund of its cash paid subscription with interest at the rate of one- 
half of one per centum per month from date of last dividend, if 
earned, the amount refunded in no event to exceed the book value 
of the stock at that time, and shall likewise be entitled to repayment 
of deposits and of any other balance due from the Federal reserve 
bank. 


Capital required for membership 


No applying bank shall be admitted to membership in a Federal 
reserve bank unless it possesses a paid-up unimpaired capital sufh- 
cient to entitle it to become a national banking association in the 
place where it is situated under the provisions of the National Bank 
Act, as amended: Provided, That this paragraph shall not apply to 
State banks and trust companies organized prior to the date this 
paragraph as amended takes effect and situated in a place the popula- 
tion of which does not exceed three thousand inhabitants and having 
a capital of not less than $25,000, nor to any State bank or trust 
company which is so situated and which, while it is entitled to the 
benefits of insurance under section 12B of this Act, increases its capital 
to not less than $25,000. 


Waiver of membership requirements as to insured banks 


In order to facilitate the admission to membership in the Federal! 
Reserve System of any State bank which is required under subsection 
(y) of section 12B of this Act to become a member of the Federal 
Reserve System in order to be an insured bank or continue to have 
any part of its deposits insured under such section 12B, the Board of 
Governors of the Federal Reserve System may waive in whole or in 
part the requirements of this section relating to the admission of 
such bank to membership: Provided, That, if such bank is admitted 
with a capital less than that required for the organization of a national 
bank in the same place and its capital and surplus are not, in the 
judgment of the Board of Governors of the Federal Reserve System, 
adequate in relation to its liabilities to depositors and other creditors, 
the said Board may, in its discretion, require such bank to increase 
its capital and surplus to such amount as the Board may deem neces- 
sary within such period prescribed by the Board as in its judgment 
shall be reasonable in view of all the circumstances: Provided, how- 
ever, That no such bank shall be required to increase its capital to 
an amount in excess of that required for the organization of a national 
bank in the same place. 


Laws to which subject 


Banks becoming members of the Federal Reserve System under 
authority of this section shall be subject: to the provisions of this 
section and to those of this act which relate specifically to member 
banks, but shall not be subject to examination under the provisions 
of the first two paragraphs of section fifty-two hundred and forty of 
the Revised Statutes as amended by section twenty-one of this act. 
Subject to the provisions of this act and to the regulations of the 
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board made pursuant thereto, any bank becoming a member of the 
Federal Reserve System shall retain its full charter and statutory 
rights as a State bank or trust company, and may continue to exercise 
all corporate powers granted it by the State in which it was created, 
and shall be entitled to all privileges of member banks: Provided, 
however, That no Federal reserve bank shall be permitted to discount 
for any State bank or trust company notes, drafts, or bills of exchange 
of any one borrower who is liable for borrowed money to such State 
bank or trust company in an amount greater than that which could 
be borrowed lawfully from such State bank or trust company were 
it a national banking association. The Federal reserve bank, as a 
condition of the discount of notes, drafts, and bill of exchange for 
such State bank or trust company, shall require a certificate or 
guaranty to the effect that the borrower is not liable to such bank 
in excess of the amount provided by this section, and will not be per- 
mitted to become liable in excess of this amount while such notes, 
drafts, or bills of exchange are under discount with the Federal 
reserve bank. 


False certification of checks 


It shall be unlawful for any officer, clerk, or agent of any bank 
admitted to membership under authority of this section to certify 
any check drawn upon such bank unless the person or company draw- 
ing the check has on deposit therewith at the time such check is 
certified an amount of money equal to the amount specified in such 
check. Any check so certified by duly authorized officers shall be a 
good and valid obligation against such bank, but the act of any such 
officer, clerk, or agent in violation of this section may subject such 
bank to a forfeiture of its membership in the Federal Reserve System 
upon hearing by the Board of Governors of the Federal Reserve 
System. 


Government depositaries and financial agents 


All banks or trust companies incorporated by special law or organ- 
ized under the general laws of any State, which are members of the 
Federal reserve system, when designated for that purpose by the 
Secretary of the Treasury, shall be depositaries of public money, under 
such regulations as may be prescribed by the Secretary; and they 
may also be employed as financial agents of the Government; and 
they shall perform all such reasonable duties, as depositaries of 
public money and financial agents of the Government, as may be 
required of them. ‘The Secretary of the Treasury shall require of 
the banks and trust companies thus designated satisfactory security, 
by the deposit of United States bonds or otherwise, for the safe 
keeping and prompt payment of the public money deposited with 
them and for the faithful performance of their duties as financial 
agents of the Government. 


REGULATION H 21 


Admission to membership of mutual savings banks 


Any mutual savings bank having no capital stock (including any 
other banking institution the capital of which consists of weekly or 
other time deposits which are segregated from all other deposits and 
are regarded as capital stock for the purposes of taxation and the 
declaration of dividends), but having surplus and undivided profits 
not less than the amount of capital required for the organization of 
a national bank in the same place, may apply for and be admitted to 


- membership in the Federal Reserve System in the same manner and 


subject to the same provisions of law as State banks and trust com- 
panies, except that any such savings bank shall subscribe for capital 
stock of the Federal reserve bank in an amount equal to six-tenths 
of 1 per centum of its total deposit liabilities as shown by the most 
recent report of examination of such savings bank preceding its ad- 
mission to membership. Thereafter such subscription shall be adjusted 
semiannually on the same percentage basis in accordance with rules 
and regulations prescribed by the Board of Governors of the Federal 
Reserve System. If any such mutual savings bank applying for 
membership is not permitted by the laws under which it was organized 
to purchase stock in a Federal reserve bank, it shall, upon admission 
to the system, deposit with the Federal reserve bank an amount equal 
to the amount which it would have been required to pay in on 
account of a subscription to capital stock. Thereafter such deposit 
shall be adjusted semiannually in the same manner as subscriptions 
for stock. Such deposits shall be subject to the same conditions with 
respect to repayment as amounts paid upon subscriptions to capital 
stock by other member banks and the Federal reserve bank shall pay 
interest thereon at the same rate as dividends are actually paid on 
outstanding shares of stock of such Federal reserve bank. If the laws 
under which any such savings bank was organized be amended so as 
to authorize mutual savings banks to subscribe for Federal reserve 


-bank stock, such savings bank shall thereupon subscribe for the 


appropriate amount of stock in the Federal reserve bank, and the 
deposit hereinbefore provided for in lieu of payment upon capital 
stock shall be applied upon such subscription. If the laws under 
which any such savings bank was organized be not amended at the 
next session of the legislature following the admission of such savings 
bank to membership so as to authorize mutual savings banks to 
purchase Federal reserve bank stock, or if such laws be so amended 
and such bank fail within six months thereafter to purchase such 
stock, all of its rights and privileges as a member bank shall be 
forfeited and its membership in the Federal Reserve System shall be 
terminated in the manner prescribed elsewhere in this section with 
respect to State member banks and trust companies. Each such 
mutual savings bank shall comply with all the provisions of law 
applicable to State member banks and trust companies, with the 
regulations of the Board of Governors of the Federal Reserve System 
and with the conditions of membership prescribed for such savings 
bank at the time of admission to membership, except as otherwise 
hereinbefore provided with respect to capital stock. 
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Reports of affiliates 


Each bank admitted to membership under this section shall obtain 
from each of its affiliates other than member banks and furnish to 
the Federal reserve bank of its district and to the Board of Governors 
of the Federal Reserve System not less than three reports during each 
year. Such reports shall be in such form as the Board of Governors 
of the Federal Reserve System may prescribe, shall be verified by 
the oath or affirmation of the president or such other officer as may 
be designated by the board of directors of such affiliate to verify 
such reports, and shall disclose the information hereinafter provided 
for as of dates identical with those fixed by the Board of Governors 
of the Federal Reserve System for reports of the condition of the 
affiliated member bank. Each such report of an affiliate shall be 
transmitted as herein provided at the same time as the corresponding 
report of the affiliated member bank, except that the Board of Gov- 
ernors of the Federal Reserve System may, in its discretion, extend 
such time for good cause shown. Each such report shall contain such 
information as in the judgment of the Board of Governors of the 
Federal Reserve System shall be necessary to disclose fully the rela- 
tions between such affiliate and such bank and to enable the Board 
to inform itself as to the effect of such relations upon the affairs of 
such bank. The reports of such affiliates shall be published by the 
bank under the same conditions as govern its own condition reports. 


Additional reports of affiliates 


Any such affiliated member bank may be required to obtain from 
any such affiliate such additional reports as in the opinion of its 
Federal reserve bank or the Board of Governors of the Federal Re- 
serve System may be necessary in order to obtain a full and complete 
knowledge of the condition of the affiliated member bank. Such addi- 
tional reports shall be transmitted to the Federal reserve bank and 
the Board of Governors of the Federal Reserve System and shall be 
in such form as the Board of Governors of the Federal Reserve Sys- 
tem may prescribe. 


Failure to obtain reports of affiliates 


Any such affiliated member bank which fails to obtain from any 
of its affiliates and furnish any report provided for by the two pre- 
ceding paragraphs of this section shall be subject to a penalty of 
$100 for each day during which such failure continues, which, by 
direction of the Board of Governors of the Federal Reserve System, 
may be collected, by suit or otherwise, by the Federal reserve bank 
of the district in which such member bank is located. For the pur- 
poses of this paragraph and the two preceding paragraphs of this 
section, the term “affiliate” shall include holding company affiliates 
as well as other affiliates. 
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Dealings in investment securities and stock 


State member banks shall be subject to the same limitations and 
conditions with respect to the purchasing, selling, underwriting, and 
holding of investment securities and stock as are applicable in the 
case of national banks under paragraph “Seventh” of section 5136 of 
the Revised Statutes, as amended. 


Divorce of stock from stock of other corporations 


After the date of the enactment of the Banking Act of 1935, no 
certificate evidencing the stock of any State member bank shall bear 
any statement purporting to represent the stock of any other corpora- 
tion, except a member bank or a corporation engaged on June 16, 1934 
in holding the bank premises of such member bank, nor shall the 
ownership, sale, or transfer of any certificate representing the stock 
of any State member bank be conditioned in any manner whatsoever 
upon the ownership, sale, or transfer of a certificate representing the 
stock of any other corporation, except a member bank or a corpora- 
tion engaged on June 16, 1934 in holding the bank premises of such 
member bank: Provided, That this section shall not operate to pre- 
vent the ownership, sale, or transfer of stock of any other corporation 
being conditioned upon the ownership, sale, or transfer of a certificate 
representing stock of a State member bank. 


Holding company affiliates 


Hach State member bank affiliated with a holding company affiliate 
shall obtain from such holding company affiliate, within such time as 
the Board of Governors of the Federal Reserve System shall prescribe, 
an agreement that such holding company affiliate shall be subject to 
the same conditions and limitations as are applicable under section 
5144 of the Revised Statutes, as amended, in the case of holding 
company affiliates of national banks. A copy of each such agreement 
shall be filed with the Board of Governors of the Federal Reserve 
System. Upon the failure of a State member bank affiliated with a 
holding company affiliate to obtain such an agreement within the 
time so prescribed, the Board of Governors of the Federal Reserve 
System shall require such bank to surrender its stock in the Federal 
reserve bank and to forfeit all rights and privileges of membership 
in the Federal Reserve System as provided in this section. Whenever 
the Board of Governors of the Federal Reserve System shall have 
revoked the voting permit of any such holding company affiliate, the 
Board of Governors of the Federal Reserve System may, in its discre- 
tion, require any or all State member banks affiliated with such hold- 
ing company affiliate to surrender their stock in the Federal reserve 
bank and to forfeit all rights and privileges of membership in the 
Federal Reserve System as provided in this section. 


Examination of affiliates 


In connection with examinations of State member banks, examiners 
selected or approved by the Board of Governors of the Federal Re- 
serve System shall make such examinations of the affairs of all 
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affiliates of such banks as shall be necessary to disclose fully the 
relations between such banks and their affiliates and the effect of 
such relations upon the affairs of such banks. The expense of exam- 
ination of affiliates of any State member bank may, in the discretion 
of the Board of Governors of the Federal Reserve System, be assessed 
against such bank and, when so assessed, shall be paid by such bank. 
In the event of the refusal to give any information requested in the 
course of the examination of any such affiliate, or in the event of the 
refusal to permit such examination, or in the event of the refusal 
to pay any expense so assessed, the Board of Governors of the Federal 
Reserve System may, in its discretion, require any or all State mem- 
ber banks affiliated with such affiliate to surrender their stock in the 
Federal reserve bank and to forfeit all rights and privileges of mem- 
bership in the Federal Reserve System, as provided in this section. 


Note: The provisions of law specifically referred to in section 9 and 
other provisions to which a State bank which is a member of the 


Federal Reserve System is subject are printed in the Federal Re- 


serve Act or the Appendix thereto as compiled under the direction 
of the Board of Governors of the Federal Reserve System. 
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INQUIRIES REGARDING THIS REGULATION 
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REGULATION H 


As amended, effective November 20, 1939 


MEMBERSHIP OF STATE BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM 


AUTHORITY FOR REGULATION 


This regulation is based upon and issued pursuant to provisions of 
section 9 of the Federal Reserve Act and related provisions of law. 
(Section 9 of the Federal Reserve Act is printed in the Appendix.) 


SECTION 1. DEFINITIONS 


For the purposes of this regulation— 

(a) The term “State bank” means any bank or trust company 
incorporated under a special or general law of a State or under a 
general law for the District of Columbia, any mutual savings bank 
(unless otherwise indicated), and any Morris Plan bank or other 
incorporated banking institution engaged in similar business.* 

(b) The term “mutual savings bank” means a bank without capital 
stock transacting a savings bank business, the net earnings of which 
inure wholly to the benefit of its depositors after payment of obliga- 
tions for any advances by its organizers, and in addition thereto 
includes any other banking institution the capital of which consists 
of weekly or other time deposits which are segregated from all other 
deposits and are regarded as capital stock for the purposes of taxation 
and the declaration of dividends. 

(c) The term “Board” means the Board of Governors of the Fed- 
eral Reserve System. 

(d) The term “board of directors” means the governing board 
of any institution performing the usual functions of a board of 
directors. 


1 Under the provisions of section 19 of the Federal Reserve Act, national banks, or banks 
organized under local laws, located in Alaska or in a dependency or insular possession or any 
part of the United States outside the continental United States are not required to become 
members of the Federal Reserve System but may, with the consent of the Board, become mem- 
bers of the System. However, this Regulation H is applicable only to the admission of banks 
eligible for admission to membership under section 9 of the Federal Reserve Act and does not 
cover the admission of banks eligible under section 19 of the Act. Any bank desiring to be 
admitted to the System under the provisions of section 19 should communicate with the Federal 
Reserve bank with which it desires to do business. 
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(e) The term “Federal Reserve bank stock” includes the deposit 
which may be made with a Federal Reserve bank in lieu of a sub- 
scription for stock by a mutual savings bank which is not permitted 
to purchase stock in a Federal Reserve bank, unless otherwise 
indicated. 

(f) The terms “capital” and “capital stock” mean common stock, 
preferred stock, and legally issued capital notes and debentures pur- 
chased by the Reconstruction Finance Corporation which may be 
considered capital and capital stock for purposes of membership in 
the Federal Reserve System under the provisions of section 9 of the 
Federal Reserve Act. 


SECTION 2. ELIGIBILITY REQUIREMENTS 


Under the terms of section 9 of the Federal Reserve Act, as amended, 
to be eligible for admission to membership in the Federal Reserve 
System— 

(1) A State bank, other than a mutual savings bank, must 
possess a paid-up, unimpaired? capital sufficient to entitle it to 
become a national banking association in the place where it is 
situated under the provisions of the National Bank Act, except 
in the following circumstances, in which case such a bank may 
be admitted to membership with a lesser capital as indicated: 

(A) Any such institution organized prior to June 16, 1933 
(the date of the approval of the Banking Act of 19383) 
situated in a place the population of which does not exceed 
3,000 inhabitants and at the time of admission having a 
capital of not less than $25,000; 

(B) Any such institution (whether or not organized prior 
to June 16, 1933) situated in a place the population of which 
does not exceed 3,000 inhabitants and which at the time of 
admission is entitled to the benefits of insurance under sec- 
tion 12B of the Federal Reserve Act and has a capital of 
not less than $25,000. 

(2) A mutual savings bank must possess surplus and undi- 


2Section 345 of the Banking Act of 1935 provides in part that: “If any part of the capital 
of a national bank, State member bank, or bank applying for membership in the Federal 
Reserve System consists of preferred stock, the determination of whether or not the capital of 
such bank is impaired and the amount of such impairment shall be based upon the par value 
of its stock even though the amount which the holders of such preferred stock shall be entitled 
to receive in the event of retirement or liquidation shall be in excess of the par value of such 
preferred stock. If any such bank or trust company shall have outstanding any capital notes 
or debentures of the type which the Reconstruction Finance Corporation is authorized to pur- 
chase pursuant to the provisions of section 304 of the Emergency Banking and Bank Conservation 
Act, approved March 9, 1988, as amended, the capital of such bank may be deemed to be 
unimpaired if the sound value of its assets is not less than its total liabilities, including capital 
stock, but excluding such capital notes or debentures and any obligations of the bank expressly 
subordinated thereto.’’ 
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vided profits not less than the amount of capital required for 
the organization of a national bank in the place where it is 
situated. 

(3) The minimum capital required for the organization of a 
national bank, referred to hereinbefore in connection with the 
capital required for admission to membership in the Federal 
Reserve System, is as follows: 

















. im: Minimum 
If located in a city or town with a population ental 
Notrexceeding 6,000 mhabitants 2... .3.. >.<. d. $ 50,000 


Exceeding 6,000 but not exceeding 50,000 inhabitants 100,000 
Exceeding 50,000 inhabitants (except as stated below) 200,000 
In an outlying district of a city with a population 
exceeding 50,000 inhabitants; provided State law 
permits organization of State banks in such loca- 
tion with a capital of $100,000 or less............ 100,000 











SECTION 3. INSURANCE OF DEPOSITS 


Any State bank becoming a member of the Federal Reserve System 
after the date of the enactment of the Banking Act of 1935 (August 
23, 1935) and which is not at the time an insured bank under the 
provisions of section 12B of the Federal Reserve Act, will become 
an insured bank under the provisions of that section on the date upon 
which it becomes a member of the Federal Reserve System.* In the 
case of an insured bank which is admitted to membership in the Fed- 
eral Reserve System, the bank will continue to be an insured bank. 


SECTION 4. APPLICATION FOR MEMBERSHIP 


(a) State bank, other than a mutual savings bank.—A State bank, 
other than a mutual savings bank, applying for membership, shall 
make application on Form 83A to the Board for an amount of capi- 
tal stock in the Federal Reserve bank of its district equal to six 
per cent of the paid-up capital stock and surplus of the applying 
institution. 





3In the case of a State bank which at the time of its admission to membership in the 
Federal Reserve System is not an insured bank, the Board is required under the provisions of 
subsections (e) and (g) of section 12B of the Federal Reserve Act to issue a certificate to the 
Federal Deposit Insurance Corporation to the effect that the bank is a member of the Federal 
Reserve System and that consideration has been given to the financial history and condition of 
the bank, the adequacy of its capital structure, its future earnings prospects, the general 
character of its management, the convenience and needs of the community to be served by the 
bank, and whether or not its corporate powers are consistent with the purposes of section 12B 
of the Federal Reserve Act. 
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(b) Mutual savings bank.—A mutual savings bank applying for 
membership shall make application on Form 83B to the Board for an 
amount of capital stock in the Federal Reserve bank of its district 
equal to six-tenths of one per cent of its total deposit liabilities as 
shown by the most recent report of examination of such institution 
preceding its admission to membership, or, if such institution be not 
permitted by the laws under which it was organized to purchase stock 
in a Federal Reserve bank, on Form 838C, for permission to deposit 
with the Federal Reserve bank an amount equal to the amount which 
it would have been required to pay in on account of a subscription 
to capital stock. 

(c) Mutual savings bank not authorized to purchase stock of Fed- 
eral Reserve bank at time of admission.—If{ a mutual savings bank 
be admitted to membership on the basis of a deposit of the required 
amount with the Federal Reserve bank in lieu of payment upon capi- 
tal stock because the laws under which such bank was organized do 
not at that time authorize it to purchase stock in the Federal Reserve 
bank, it shall subscribe on Form 83D for the appropriate amount 
of stock in the Federal Reserve bank whenever such laws are 
amended so as to authorize it to purchase stock in a Federal Reserve 
bank.* 

(d) Exeeution and filing of application—EKach application made 
under the provisions of this section and the exhibits referred to in the 
application blank shall. be executed and filed, in duplicate, with the 
Federal Reserve bank of the district in which the applying bank is 
located. 


SECTION 5. APPROVAL OF APPLICATION 


(a) Matters given special consideration by Board.—In passing 
upon an application, the following matters will be given special 
consideration: 


(1) The financial history and condition of the applying bank 
and the general character of its management; 

(2) The adequacy of its capital structure and its future earn- 
ings prospects; 

(3) The convenience and needs of the community to be served 
by the bank; and 


4 The Federal Reserve Act provides that, if the laws under which any such savings bank was 
organized be not amended at the first session of the legislature following the admission of the 
savings bank to membership so as to authorize mutual savings banks to purchase Federal 
Reserve bank stock, or if such laws be so amended and the bank fail within six months there- 
after to purchase such stock, all of its rights and privileges as a member bank shall be forfeited 
and its membership in the Federal Reserve System shall be terminated in the manner prescribed 
in section 9 of the Federal Reserve Act. 
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(4) Whether its corporate powers are consistent with the pur- 
poses of the Federal Reserve Act. 


(b) Procedure for admission to membership after approval of 
application.—If an applying bank conforms to all the requirements 
of the Federal Reserve Act and this regulation and is otherwise quali- 
fied for membership, its application will be approved subject to such 
conditions as may be prescribed pursuant to the provisions of the Fed- 
eral Reserve Act. When the conditions prescribed have been accepted 
by the applying bank, it should pay to the Federal Reserve bank of 
its district one-half of the amount of its subscription and, upon receipt 
of advice from the Federal Reserve bank as to the required amount, 
one-half of one per cent of its paid-up subscription for each month 
from the period of the last dividend. The remaining half of the 
bank’s subscription shall be subject to call when deemed necessary 
by the Board. The bank’s membership in the Federal Reserve System 
shall become effective on the date as of which a certificate of stock 
of the Federal Reserve bank is issued to it pursuant to its application 
for membership or, in the case of a mutual savings bank which is not 
authorized to subscribe for stock, on the date as of which a certificate 
representing the acceptance of a deposit with the Federal Reserve 
bank in place of a payment on account of a subscription to stock is 
issued to it pursuant to its application for membership. 


SECTION 6. CONDITIONS OF MEMBERSHIP 


(a) Conditions applicable to all institutions applying for member- 
ship.—Pursuant to the authority contained in the first paragraph of 
section 9 of the Federal Reserve Act, which authorizes the Board to 
permit applying State banks to become members of the Federal Re- 
serve System “subject to the provisions of this Act and to such condi- 
tions as it may prescribe pursuant thereto,’ the Board, except as 
hereinafter stated, will prescribe the following conditions of member- 
ship for each State bank hereafter applying for admission to the 
Federal Reserve System, and, in addition, such other conditions as 
may be considered necessary or advisable in the particular case— 


1. Such bank at all times shall conduct its business and exer- 
cise its powers with due regard to the safety of its depositors, 
and, except with the permission of the Board of Governors of the 
Federal Reserve System, such bank shall not cause or permit any 
change to be made in the general character of its business or in 


5In the case of a mutual savings bank which is not permitted by the laws under which it 
was organized to purchase stock in a Federal Reserve bank, it shall deposit with the Federal 
Reserve bank an amount equal to the amount which it would have been required to pay in on 
account of a subscription to capital stock. 
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the scope of the corporate powers exercised by it at the time 
of admission to membership.°® 

2. The net capital and surplus funds of such bank shall be 
adequate in relation to the character and condition of its assets 
and to its deposit liabilities and other corporate responsibilities,’ 
and its capital ® shall not be reduced except with the permission 
of the Board of Governors of the Federal Reserve System.°® 

3. Such bank shall not engage as a business in issuing or sell- 
ing either directly or indirectly (through affiliated corporations or 
otherwise) notes, bonds, mortgages, certificates, or other evidences 
of indebtedness representing real estate loans or participations 
therein, either with or without a guarantee, indorsement, or other 
obligation of such bank or an affilated corporation.’® 

(6) Conditions applicable to institutions exercising trust powers.— 
The Board will also prescribe for each trust company or State bank 
exercising trust powers at the time of its admission to membership 
the following conditions of membership which are appropriate for 
institutions exercising trust powers: 

4. Such bank shall not invest funds held by it as fiduciary in 
stock or obligations of, or property acquired from, the bank or 
its directors, officers, or employees, or their interests, or in stock 
or obligations of, or property acquired from, affiliates of the 
bank.? 


6 If, after admission of any bank to membership, it should desire to make any change in the 
general character of its business or in the scope of its corporate powers exercised at the time 
of admission, it will be necessary for it to obtain the permission of the Board before making 
any such change. 

The acquisition by a bank of the assets of another institution through merger, consolidation, 
or purchase may result in a change in the character of its assets or the scope of its functions 
within the meaning of condition numbered 1, and if at any time a member State bank subject 
to such condition anticipates making any such acquisition a detailed report setting forth all the 
facts in connection with the transaction should be made promptly to the Federal Reserve bank 
of the district in which such bank is located. 

TIf at any time, in the light of all the circumstances, the aggregate amount of the bank’s 
net capital and surplus funds appears to be inadequate, the bank, within such period as shall 
be deemed by the Board to be reasonable for this purpose, shall increase the amount thereof to 
an amount which in the judgment of the Board shall be adequate in relation to the bank’s 
aggregate deposit liabilities and other corporate responsibilities. 

8 This applies to capital stock of all classes and to capital notes and debentures legally issued 
and purchased by the Reconstruction Finance Corporation which, under the Federal Reserve 
Act, are considered as capital for purposes of membership. 

A reduction in capital, however, shall not be deemed to bo contrary to this provision if, at 
the same time, the capital is correspondingly increased or a specific reserve in an amount not 
less than the amount of the capital reduction is set aside to provide for an increase in capital 
and can be used for no other purpose; provided, of course, the transaction does not violate any 
provision of applicable laws. 

® This condition will not be prescribed in connection with the admission of mutual savings 
banks to membership in the Federal Reserve System. 

10 This condition does not apply to the sale of mortgages covered by insurance under the 
provisions of the National Housing Act. 

Under recognized principles of sound practice regarding the handling of trust assets, a 
trustee or other fiduciary should not have any interest, direct or indirect, in the assets of a 





9) 








REGULATION H a 


5. Such bank, except as permitted in the case of national banks 
exercising fiduciary powers, shall not invest collectively funds held 
by the bank as fiduciary and shall keep the securities and invest- 
ments of each trust separate from those of all other trusts '* and 
separate also from the properties of the bank itself.** 

6. If funds held by such bank as fiduciary are deposited in 
its commercial or savings department or otherwise used in the 
conduct of its business, it shall deposit with its trust department 
security in the same manner and to the same extent as is required 
of national banks exercising fiduciary powers. 


SECTION 7. POWERS AND RESTRICTIONS 
Every State bank while a member of the Federal Reserve System— 
(a) Shall retain its full charter and statutory rights subject to the 

provisions of the Federal Reserve Act and other Acts of Congress 

applicable to member State banks, to the regulations of the Board 
made pursuant to law, and to the conditions prescribed by the Board 
and agreed to by such bank prior to its admission; 

(b) Shall enjoy all the privileges and observe all the requirements 
of the Federal Reserve Act and other Acts of Congress applicable 
to member State banks and of the regulations of the Board made 
pursuant to law which are applicable to member State banks; and 

(c) Shall comply at all times with any and all conditions of mem- 
bership prescribed by the Board in connection with the admission of 
such bank to membership in the Federal Reserve System. 

SECTION 8. ESTABLISHMENT OR MAINTENANCE OF BRANCHES 

(a) In general.—Every State bank which is or hereafter becomes 
a member of the Federal Reserve System is subject to the provisions 
of section 9 of the Federal Reserve Act relating to the establishment 


trust except as a fiduciary; and the condition contemplates that a trust institution will not 


invest trust funds in the stock or obligations of, or property acquired from, any organization 
in which officers, directors, or employees of the trust institution have such an interest as might 
affect the exercise of the best judgment of the management of the trust institution in investing 
trust funds. 

The requirements of this condition shall not be deemed to prohibit the making of any invest- 
ments or the carrying out of any transactions which are expressly required by the instrument 
creating the trust or are specifically authorized by court order. 

144 This does not prevent a bank from investing the funds of several trusts in a single real 
estate loan of the kind which could be made by a national bank under the provisions of section 
24 of the Federal Reserve Act, as amended, if the bank owns no participation in the loan and 
has no interest therein except as trustee or other fiduciary. 

13 Requirements relating to collective investment of trust funds by national banks are contained 
in the Board’s Regulation F. 

14 Such requirements applicable to national banks are contained in section 11(k) of the Federal 
Reserve Act and the Board’s Regulation F issued pursuant to section 11(k). 

In cases where trust funds are fully protected by a statutory preference in all of the assets 
of the bank over its general creditors, the Board may waive compliance with this condition. 
However, if compliance be waived in any case, the Board expressly reserves the right to 
require compliance with the condition if, at any time, it feels that such trust funds are not 
adequately protected. 
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and maintenance of branches in the United States or in a dependency 
or insular possession thereof or in a foreign country. Under the pro- 
visions of section 9, member State banks establishing and operating 
branches in the United States beyond the corporate limits of the city, 
town, or village in which the parent bank is situated must conform 
to the same terms, conditions, limitations, and restrictions as are 
applicable to the establishment of branches by national banks under 
the provisions of section 5155 of the Revised Statutes of the United 
States relating to the establishment of branches in the United States, 
except that the approval of any such branches must be obtained from 
the Board rather than from the Comptroller of the Currency. Under 
the provisions of section 9, member State banks establishing and 
operating branches in a dependency or insular possession of the United 
States or in a foreign country must conform to the terms, conditions, 
limitations, and restrictions contained in section 25 of the Federal 
Reserve Act relating to the establishment by national banks of 
branches in such places. The principal applicable provisions of law 
have been interpreted as follows: 


(6) Branches in the United States.— 


1. Branches established within the corporate limits of the city, 
town, or village in which the parent bank is situated do not 
require the approval of the Board. 

2. Before a member State bank establishes a branch beyond 
the corporate limits of the city, town, or village in which it is 
situated, it must obtain the approval of the Board. 

3. Before any nonmember State bank having a branch or 
branches established after February 25, 1927, beyond the cor- 
porate limits of the city, town, or village in which the bank is 
situated is admitted to membership in the Federal Reserve Sys- 
tem, it must obtain the approval of the Board for the retention 
of such branches; and any provisions contained in this section 
of this regulation which by their terms relate to the establish- 
ment or retention of branches by member State banks are equally 
applicable to the retention by a nonmember State bank applying 
for membership and having any branches previously established. 

4. A member State bank located in a State which by statute 
law permits the maintenance of branches within county or greater 
limits may, with the approval of the Board, establish and operate, 
without regard to the capital requirements of section 5155 of the 
Revised Statutes, a seasonal agency in any resort community 
within the limits of the county in which the main office of such 
bank is located for the purpose of receiving and paying out 
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deposits, issuing and cashing checks and drafts, and doing busi- 
ness incident thereto, if no bank is located and doing business in 
the place where the proposed agency is to be located; and any 
permit issued for the establishment of such an agency shall be 
revoked upon the opening of a State or national bank in the 
community where the agency is located. 

5. Except as stated in the immediately preceding paragraph, 
a member State bank which establishes a branch beyond the cor- 
porate limits of the city, town, or village in which it is situated 
must have a paid-in and unimpaired capital stock of not less 
than $500,000, except that, in a State with a population of less 
than 1,000,000, and which has no city located therein with a 
population exceeding 100,000, the capital stock shall be not less 
than $250,000, and except that, in a State with a population of 
less than 500,000, and which has no city located therein with a 
population exceeding 50,000, the capital stock shall be not less 
than $100,000. In any such case, the aggregate capital stock of 
the member State bank and its branches shall at no time be less 
than the aggregate minimum capital stock required by law for 
the establishment of an equal number of national banking asso- 
ciations situated in the various places where such member State 
bank and its branches are situated. 

6. A member State bank may not establish a branch beyond 
the corporate limits of the city, town, or village in which it is 
situated unless such establishment and operation are at the time 
authorized to State banks by the statute law of the State in ques- 
tion by language specifically granting such authority affirmatively 
and not merely by implication or recognition, and subject to the 
restrictions as to location imposed by the law of the State on 
State banks. 

7.. Any member State bank which, on February 25, 1927, had 
established and was actually operating a branch or branches in 
conformity with the State law is permitted to retain and operate 
the same while remaining a member of the Federal Reserve Sys- 
tem, regardless of the location of such branch or branches. 

8. In order to remain a member of the Federal Reserve Sys- 
tem, every member State bank must relinquish any branch or 
branches established after February 25, 1927, beyond the cor- 
porate limits of the city, town, or village in which the parent 
bank is situated, unless such branch or branches are in conformity 
with or are brought into conformity with the same terms, condi- 
tions, limitations, and restrictions as would be applicable in the 
case of the establishment of such branches. 
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9. The removal of a branch from one town to another town 
constitutes the establishment of a branch in such other town 
within the meaning of the provisions of the Federal Reserve Act. 

(c) Application for approval of branches in United States.— 
Any member State bank desiring to establish a branch beyond the 
corporate limits of the city, town, or village in which it is located 
-and any nonmember State bank applying for membership and desir- 
ing to retain any branch established after February 25, 1927, beyond 
the corporate limits of the city, town, or village in which the bank is 
situated should submit a request for the approval by the Board of 
any such branch to the Federal Reserve bank of the district in which 
the bank is located. Any such request should be accompanied by 
advice as to the scope of the functions and the character of the busi- 
ness which are or will be performed by the branch and detailed 
information regarding the policy followed or proposed to be followed 
with reference to supervision of the branch by the head office; and 
the bank may be required in any case to furnish additional informa- 
tion which will be helpful to the Board in determining whether to 
approve such request. 

(d) Foreign branches.—Before a member State bank establishes 
a branch in a foreign country, or dependency or insular possession 
of the United States, it must have a capital and surplus of $1,000,000 
or more and obtain the approval of the Board. 

(e) Application for approval of foreign branches.—Any member 
State bank desiring to establish such a branch and any nonmember 
State bank applying for membership and desiring to retain any such 
branch established after February 25, 1927, should submit a request 
for the approval by the Board of any such branch to the Federal 
Reserve bank of the district in which the bank is located. Any such 
request should be accompanied by advice as to the scope of the func- 
tions and the character of the business which are or will be performed 
by the branch and detailed information regarding the policy followed 
or proposed to be followed with reference to supervision of the branch 
by the head office; and the bank may be required in any case to 
furnish additional information which will be helpful to the Board in 
determining whether to approve such request. 
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SECTION 9. PUBLICATION OF REPORTS OF MEMBER BANKS 
AND THEIR AFFILIATES 15 


(a) Reports of member banks.—Each report of condition made 
by a member State bank, which is required to be made to the Federal 
Reserve bank of its district as of call dates fixed by the Board of 
Governors of the Federal Reserve System, shall be published by 
such member bank within twenty days from the date the call therefor 
is issued. 

The report shall be printed in a newspaper published in the place 
where the bank is located or, if there be no newspaper published in 
the place where the bank is located, then in a newspaper published 
in the same or in an adjoining county and in general circulation in 
the place where the bank is located. The term “newspaper”, for the 
purpose of this regulation, means a publication with a general circu- 
lation published not less frequently than once a week, one of the 
primary functions of which is the dissemination of news of general 
interest. 

The copy of the report for the use of the printer for publication 
should be prepared on Form 105e. The published information shall 
agree in every respect with that shown on the face of the condition 
report rendered to the Federal Reserve bank, except that any item 
for which no amount is reported may be omitted in the published 
statement. All signatures shall be the same in the published state- 
ment as in the original report submitted to the Federal Reserve bank, 
but the signatures may be typewritten or otherwise copied on the 
report for publication. 

A copy of the printed report shall be Preaitred to the Federal 
Reserve bank attached to the certificate on Form 105e. 

(b) Reports of affiliates.‘°—Each report of an affiliate of a mem- 


48 Under the provisions of section 9 of the Federal Reserve Act, reports of condition of member 


State banks which, under that section, must be made to the respective Federal Reserve banks 
on call dates fixed by the Board of Governors of the Federal Reserve System ‘‘shall be pub- 
lished by the reporting banks in such manner and in accordance with such regulations as the 
said Board may prescribe’’. 

Section 9 also provides that the reports of affiliates of a member State bank which are required 
by that section to be furnished to the respective Federal Reserve banks “‘shall be published by 
the bank under the same conditions as govern its own condition reports’. The term ‘‘affiliates’’, 
as used in this provision of section 9, under the express terms of that section, includes “holding 
company affiliates as well as other affiliates’, but a member State bank is not required to 
furnish to a Federal Reserve bank the report of an affiliated member bank. 

16 Section 21 of the Federal Reserve Act, among other things, provides as follows: “When- 
ever member banks are required to obtain reports from affiliates, or whenever affiliates of 
member banks are required to submit to examination, the Board of Governors of the Federal 
Reserve System or the Comptroller of the Currency, as the case may be, may waive such 
requirements with respect to any such report or examination of any affiliate if in the judgment 
of the said Board or Comptroller, respectively, such report or examination is not necessary to 
disclose fully the relations between such affiliate and such bank and the effect thereof upon the 
affairs of such bank.’ Therefore, of course, in any case where the Board of Governors waives 
the filing of a report of an affiliate of a member State bank, no publication of a report of 
such affiliate is required. 
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ber State bank, including a holding company affiliate, shall be pub- 
lished at the same time and in the same newspaper as the affiliated 
bank’s own condition report submitted to the Federal Reserve bank, 
unless an extension of time for submission of the report of the 
affiliate has been granted under authority of the Board of Governors 
of the Federal Reserve System. When such extension of time has 
been granted, the report of the affiliate must be submitted and pub- 
lished before the expiration of such extended period in the same news- 
paper as the condition report of the bank was published. 

The copy of the report for the use of the printer for publication 
should be prepared on Form 220a. The published information shall 
agree in every respect with that shown on the face of the report of 
the affiliate furnished to the Federal Reserve bank by the affliated 
member bank, except that any item appearing under the caption 
“Financial relations with bank” against which the word “none” 
appears on the report furnished to the Federal Reserve bank may be 
omitted in the published statement of the affiliate, provided that if 
the word “none” is shown against all of the items appearing under 
such caption in the report furnished to the Federal Reserve bank 
the caption “Financial relations with bank” shall appear in the pub- 
lished statement followed by the word “none.” All signatures shall be 
the same in the published statement as in the original report submitted 
to the Federal Reserve bank, but the signatures may be typewritten 
or otherwise copied on the report for publication. 

A copy of the printed report shall be submitted to the Federal 
Reserve bank attached to the certificate on Form 220a. 


SECTION 10. VOLUNTARY WITHDRAWAL FROM FEDERAL RESERVE SYSTEM 


(a) General.—Any State bank desiring to withdraw from member- 
ship in a Federal Reserve bank may do so after six months’ written 
notice has been filed with the Board; 17 and the Board, in its discre- 
tion, may waive such six months’ notice in any individual case and 
may permit such bank to withdraw from membership in a Federal 
Reserve bank, subject to such conditions as the Board may prescribe, 
prior to the expiration of six months from the date of the written 
notice of its intention to withdraw. 

(6) Notice of intention of withdrawal.—Any State bank desiring 
to withdraw from membership in a Federal Reserve bank should 








17 Under specific provisions of section 9 of the Federal Reserve Act, however, no Federal 
Reserve bank shall, except upon express authority of the Board, cancel within the same calendar 
year more than twenty-five per cent of its capital stock for the purpose of effecting voluntary 
withdrawals during that year. All applications for voluntary withdrawals are required by the 
law to be dealt with in the order in which they are filed with the Board. 
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signify its intention to do so in a letter addressed to the Board and 
mailed to the Federal Reserve bank of which such bank is a member. 
Such letter should state clearly the reason for the bank’s desire to 
withdraw. Any such bank desiring to withdraw from membership 
prior to the expiration of six months from the date of written notice 
of its intention to withdraw should so state in the letter signifying 
its intention to withdraw and should state the reason for its desire to 
withdraw prior to the expiration of six months. 

Every notice of intention of a bank to withdraw from membership 
in the Federal Reserve System and every application for the waiver 
of such notice should be accompanied by a certified copy of a resolu- 
tion duly adopted by the board of directors of such bank authorizing 
the withdrawal of such bank from membership in the Federal Reserve 
System and authorizing a certain officer or certain officers of such 
bank to file such notice or application, to surrender for cancellation 
the Federal Reserve bank stock held by such bank, to receive and 
receipt for any moneys or other property due to such bank from the 
Federal Reserve bank and to do such other things as may be necessary 
to effect the withdrawal of such bank from membership in the Federal 
Reserve System. 

Notice of intention to withdraw or application for waiver of six 
months’ notice of intention to withdraw by any bank which is in the 
hands of a conservator or other State official acting in a capacity 
similar to that of a conservator should be accompanied by advice 
from the conservator or other such State official that he joins in such 
notice or application. 


(c) Time and method of effecting actual withdrawal.—Upon 
the expiration of six months after notice of intention to withdraw 
or upon the waiving of such six months’ notice by the Board, such 
bank may surrender its stock and its certificate of membership to the 
Federal Reserve bank and request that same be canceled and that 
all amounts due to it from the Federal Reserve bank be refunded."® 
Unless this is done within two months after the expiration of such 





18 A bank’s withdrawal from membership in the Federal Reserve System is effective on the 
date on which the Federal Reserve bank stock held by it is duly canceled. Until such stock 
has been canceled, such bank remains a member of the Federal Reserve System, is entitled to 
all the privileges of membership, and is required to comply with all provisions of law and all 
regulations of the Board pertaining to member banks and with all conditions of membership 
applicable to it. Upon the cancellation of such stock, all rights and privileges of such bank 
as a member bank shall terminate. 

Upon the cancellation of such stock, and after due provision has been made for any indebted- 
ness due or to become due to the Federal Reserve bank, such bank shall be entitled to a 
refund of its cash paid subscription with interest at the rate of one-half of one per cent per 
month from the date of last dividend, the amount refunded in no event to exceed the book 
value of the stock at that time, and shall likewise be entitled to the repayment of deposits 
and of any other balance due from the Federal Reserve bank. 
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six months’ notice or after the waiver of such notice by the Board, 
or unless the bank requests and the Board grants an extension of time, 
such bank will be presumed to have abandoned its intention of with- 
drawing from membership and will not be permitted to withdraw 
without again giving six months’ written notice or obtaining the 
waiver of such notice. 


(d) Withdrawal of notice—Any bank which has given notice of 
its intention to withdraw from membership in a Federal Reserve bank 
may withdraw such notice at any time before its stock has been 
canceled and upon doing so may remain a member of the Federal 
Reserve System. The notice rescinding the former notice should be 
accompanied by a certified copy of an appropriate resolution duly 
adopted by the board of directors of the bank. 


SECTION 11. BOARD FORMS 


All forms referred to in this regulation and all such forms as they 
may be amended from time to time shall be a part of this regulation. 


») 


APPENDIX 


Statutory Provisions 


Section 9 of the Federal Reserve Act provides as follows: 
Applications for membership by State banks * 


Any bank incorporated by special law of any State, or organized 
under the general laws of any State or of the United States, including 
Morris Plan banks and other incorporated banking institutions en- 
gaged in similar business, desiring to become a member of the Federal 
Reserve System, may make application to the Board of Governors of 
the Federal Reserve System, under such rules and regulations as it 
may prescribe, for the right to subscribe to the stock of the Federal 
reserve bank organized within the district in which the applying bank 
is located. Such application shall be for the same amount of stock 
that the applying bank would be required to subscribe to as a national 
bank. For the purposes of membership of any such bank the terms 
“capital” and “capital stock” shall include the amount of outstanding 
capital notes and debentures legally issued by the applying bank and 
purchased by the Reconstruction Finance Corporation. The Board 
of Governors of the Federal Reserve System, subject to the provisions 
of this Act and to such conditions as it may prescribe pursuant thereto 
may permit the applying bank to become a stockholder of such 
Federal reserve bank. 


Branches of State member banks 


Any such State bank which, at the date of the approval of this 
Act, has established and is operating a branch or branches in con- 
formity with the State law, may retain and operate the same while 
remaining or upon becoming a stockholder of such Federal reserve 
bank; but no such State bank may retain or acquire stock in a Federal 
reserve bank except upon relinquishment of any branch or branches 
established after the date of the approval of this Act beyond the 
limits of the city, town, or village in which the parent bank is situated. 
Provided, however, That nothing herein contained shall prevent any 
State member bank from establishing and operating branches in the 
United States or any dependency or insular possession thereof or in 
any foreign country, on the same terms and conditions and subject 
to the same limitations and restrictions as are applicable to the estab- 
lishment of branches by national banks except that the approval of 
the Board of Governors of the Federal Reserve System, instead of 
the Comptroller of the Currency, shall be obtained before any State 
member bank may hereafter establish any branch and before any 
State bank hereafter admitted to membership may retain any branch 
established after February 25, 1927, beyond the limits of the city, 
town, or village in which the parent bank is situated. 


1 This and subsequent catchlines are not a part of the law. 
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Financial condition, management and powers 


In acting upon such application the Board of Governors of the 
Federal Reserve System shall consider the financial condition of the 
applying bank, the general character of its management, and whether 
or not the corporate powers exercised are consistent with the purposes 
of this act. 


Payment of subscription 


Whenever the Board of Governors of the Federal Reserve System 
shall permit the applying bank to become a stockholder in the Federal 
reserve bank of the district its stock subscription shall be payable 
on call of the Board of Governors of the Federal Reserve System, and 
stock issued to it shall be held subject to the provisions of this act. 


Provisions of law to be complied with; reports of condition 


All banks admitted to membership under authority of this section 
shall be required to comply with the reserve and capital requirements 
of this act and to conform to those provisions of law imposed on 
national banks which prohibit such banks from lending on or pur- 
chasing their own stock, which relate to the withdrawal or impairment 
of their capital stock, and which relate to the payment of unearned 
dividends. Such banks and the officers, agents, and employees thereof 
shall also be subject to the provisions of and to the penalties pre- 
scribed by section fifty-two hundred and nine of the Revised Statutes, 
and shall be required to make reports of condition and of the pay- 
ment of dividends to the Federal reserve bank of which they become 
a member. Not less than three of such reports shall be made annually 
on call of the Federal reserve bank on dates to be fixed by the Board 
of Governors of the Federal Reserve System. Failure to make such 
reports within ten days after the date they are called for shall subject 
the offending bank to a penalty of $100 a day for each day that it 
fails to transmit such report; such penalty to be collected by the 
Federal reserve bank by suit or otherwise. Such reports of condition 
shall be in such form and shall contain such information as the 
Board of Governors of the Federal Reserve System may require and 
shall be published by the reporting banks in such manner and in 
accordance with such regulations as the said Board may prescribe. 


Examinations 


As a condition of membership such banks shall likewise be subject 
to examinations made by direction of the Board of Governors of the 
Federal Reserve System or of the Federal reserve bank by examiners 
selected or approved by the Board of Governors of the Federal Re- 
serve System. 


Acceptance of State examinations; expenses; reports of examinations 


Whenever the directors of the Federal reserve bank shall approve 
the examinations made by the State authorities, such examinations 
and the reports thereof may be accepted in lieu of examinations made 
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by examiners selected or approved by the Board of Governors of the 
Federal Reserve System: Provided, however, That when it deems 
it necessary the board may order special examinations by examiners 
of its own selection and shall in all cases approve the form of the 
report. The expenses of all examinations, other than those made by 
State authorities, may, in the discretion of the Board of Governors 
of the Federal Reserve System, be assessed against the banks exam- 
ined and, when so assessed, shall be paid by the banks examined. 
Copies of the reports of such examinations may, in the discretion of 
the Board of Governors of the Federal Reserve System, be furnished 
to the State authorities having supervision of such banks, to officers, 
directors, or receivers of such banks, and to any other proper persons. 


Forfeiture of membership 


If at any time it shall appear to the Board of Governors of the 
Federal Reserve System that a member bank has failed to comply 
with the provisions of this section or the regulations of the Board of 
Governors of the Federal Reserve System made pursuant thereto, 
or has ceased to exercise banking functions without a receiver or 
liquidating agent having been appointed therefor, it shall be within 
the power of the board after hearing to require such bank to surrender 
its stock in the Federal reserve bank and to forfeit all rights and 
privileges of membership. The Board of Governors of the Federal 
Reserve System may restore membership upon due proof of compli- 
ance with the conditions imposed by this section. 


Voluntary withdrawal from membership 


Any State bank or trust company desiring to withdraw from mem- 
bership in a Federal reserve bank may do so, after six months’ written 
notice shall have been filed with the Board of Governors of the Fed- 
eral Reserve System, upon the surrender and cancellation of all of its 
holdings of capital stock in the Federal reserve bank: Provided, That 
the Board of Governors of the Federal Reserve System, in its discre- 
tion and subject to such conditions as it may prescribe, may waive 
such six months’ notice in individual cases and may permit any such 
State bank or trust company to withdraw from membership in a 
Federal reserve bank prior to the expiration of six months from the 
date of the written notice of its intention to withdraw: Provided, 
however, That no Federal reserve bank shall, except under express 
authority of the Board of Governors of the Federal Reserve System, 
cancel within the same calendar year more than twenty-five per 
centum of its capital stock for the purpose of effecting voluntary 
withdrawals during that year. All such applications shall be dealt 
with in the order in which they are filed with the board. Whenever 
a member bank shall surrender its stock holdings in a Federal reserve 
bank, or shall be ordered to do so by the Board of Governors of the 
Federal Reserve System, under authority of law, all of its rights and 
privileges as a member bank shall thereupon cease and determine, 
and after due provision has been made for any indebtedness due or 
to become due to the Federal reserve bank it shall be entitled to a 
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refund of its cash paid subscription with interest at the rate of one- 
half of one per centum per month from date of last dividend, if 
earned, the amount refunded in no event to exceed the book value 
of the stock at that time, and shall likewise be entitled to repayment 
of deposits and of any other balance due from the Federal reserve 
bank. 


Capital required for membership 


No applying bank shall be admitted to membership in a Federal 
reserve bank unless it possesses a paid-up unimpaired capital suffi- 
cient to entitle it to become a national banking association in the 
place where it is situated under the provisions of the National Bank 
Act, as amended: Provided, That this paragraph shall not apply to 
State banks and trust companies organized prior to the date this 
paragraph as amended takes effect and situated in a place the popula- 
tion of which does not exceed three thousand inhabitants and having 
a capital of not less than $25,000, nor to any State bank or trust 
company which is so situated and which, while it is entitled to the 
benefits of insurance under section 12B of this Act, increases its capital 
to not less than $25,000. 


Waiver of membership requirements as to insured banks 


(The provisions of this paragraph of the statute relate to waiver of 
membership requirements for banks which were formerly required to 
become members of the Federal Reserve System under subsection (y) 
of section 12B of the Federal Reserve Act. In view of an amendment 
of June 20, 1939, repealing the requirement for membership, the pro- 
visions relating to waiver of membership requirements is no longer 
effective, and, accordingly, is not printed herein.) 


Laws to which subject 


Banks becoming members of the Federal Reserve System under 
authority of this section shall be subject to the provisions of this 
section and to those of this act which relate specifically to member 
banks, but shall not be subject to examination under the provisions 
of the first two paragraphs of section fifty-two hundred and forty of 
the Revised Statutes as amended by section twenty-one of this act. 
Subject to the provisions of this act and to the regulations of the 
board made pursuant thereto, any bank becoming a member of the 
Federal Reserve System shall retain its full charter and statutory 
rights as a State bank or trust company, and may continue to exercise 
all corporate powers granted it by the State in which it was created, 
and shall be entitled to all privileges of member banks: Provided, 
however, That no Federal reserve bank shall be permitted to discount 
for any State bank or trust company notes, drafts, or bills of exchange 
of any one borrower who is hable for borrowed money to such State 
bank or trust company in an amount greater than that which could 
be borrowed lawfully from such State bank or trust company were 
it a national banking association. The Federal reserve bank, as a 
condition of the discount of notes, drafts, and bill of exchange for 
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such State bank or trust company, shall require a certificate or 
guaranty to the effect that the borrower is not lable to such bank 
in excess of the amount provided by this section, and will not be per- 
mitted to become liable in excess of this amount while such notes, 
drafts, or bills of exchange are under discount with the Federal 
reserve bank. 


False certification of checks 


It shall be unlawful for any officer, clerk, or agent of any bank 
admitted to membership under authority of this section to certify 
any check drawn upon such bank unless the person or company draw- 
ing the check has on deposit therewith at the time such check is 
certified an amount of money equal to the amount specified in such 
check. Any check so certified by duly authorized officers shall be a 
good and valid obligation against such bank, but the act of any such 
officer, clerk, or agent in violation of this section may subject such 
bank to a forfeiture of its membership in the Federal Reserve System 
upon hearing by the Board of Governors of the Federal Reserve 
System. 


Government depositaries and financial agents 


All banks or trust companies incorporated by special law or organ- 
ized under the general laws of any State, which are members of the 
Federal Reserve System, when designated for that purpose by the ~ 
Secretary of the Treasury, shall be depositaries of public money, under 
such regulations as may be prescribed by the Secretary; and they 
may also be employed as financial agents of the Government; and 
they shall perform all such reasonable duties, as depositaries of 
public money and financial agents of the Government, as may be 
required of them. The Secretary of the Treasury shall require of 
the banks and trust companies thus designated satisfactory security, 
by the deposit of United States bonds or otherwise, for the safe 
keeping and prompt payment of the public money deposited with 
them and for the faithful performance of their duties as financial 
agents of the Government. 


Admission to membership of mutual savings banks 


Any mutual savings bank having no capital stock (including any 
other banking institution the capital of which consists of weekly or 
other time deposits which are segregated from all other deposits and 
are regarded as capital stock for the purposes of taxation and the 
declaration of dividends), but having surplus and undivided profits 
not less than the amount of capital required for the organization of 
a national bank in the same place, may apply for and be admitted to 
membership in the Federal Reserve System in the same manner and 
subject to the same provisions of law as State banks and trust com- 
panies, except that any such savings bank shall subscribe for capital 
stock of the Federal reserve bank in an amount equal to six-tenths 
of 1 per centum of its total deposit liabilities as shown by the most 
recent report of examination of such savings bank preceding its ad- 
mission to membership. Thereafter such subscription shall be adjusted 
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semiannually on the same percentage basis in accordance with rules 
and regulations prescribed by the Board of Governors of the Federal 
Reserve System. If any such mutual savings bank applying for 
membership is not permitted by the laws under which it was organized 
to purchase stock in a Federal reserve bank, it shall, upon admission 
to the system, deposit with the Federal reserve bank an amount equal 
to the amount which it would have been required to pay in on 
account of a subscription to capital stock. Thereafter such deposit 
shall be adjusted semiannually in the same manner as subscriptions 
for stock. Such deposits shall be subject to the same conditions with 
respect to repayment as amounts paid upon subscriptions to capital 
stock by other member banks and the Federal reserve bank shall pay 
interest thereon at the same rate as dividends are actually paid on 
outstanding shares of stock of such Federal reserve bank. If the laws 
under which any such savings bank was organized be amended so as 
to authorize mutual savings banks to subscribe for Federal reserve 
bank stock, such savings bank shall thereupon subscribe for the 
appropriate amount of stock in the Federal reserve bank, and the 
deposit hereinbefore provided for in leu of payment upon capital 
stock shall be applied upon such subscription. If the laws under 
which any such savings bank was organized be not amended at the 
next session of the legislature following the admission of such savings 
bank to membership so as to authorize mutual savings banks to 
purchase Federal reserve bank stock, or if such laws be so amended 
and such bank fail within six months thereafter to purchase such 
stock, all of its rights and privileges as a member bank shall be 
forfeited and its membership in the Federal Reserve System shall be 
terminated in the manner prescribed elsewhere in this section with 
respect to State member banks and trust companies. Each such 
mutual savings bank shall comply with all the provisions of law 
applicable to State member banks and trust companies, with the 
regulations of the Board of Governors of the Federal Reserve System 
and with the conditions of membership prescribed for such savings 
bank at the time of admission to membership, except as otherwise 
hereinbefore provided with respect to capital stock. 


Reports of affiliates 


Each bank admitted to membership under this section shall obtain 
from each of its affiliates other than member banks and furnish to 
the Federal reserve bank of its district and to the Board of Governors 
of the Federal Reserve System not less than three reports during each 
year. Such reports shall be in such form as the Board of Governors 
of the Federal Reserve System may prescribe, shall be verified by 
the oath or affirmation of the president or such other officer as may 
be designated by the board of directors of such affiliate to verify 
such reports, and shall disclose the information hereinafter provided 
for as of dates identical with those fixed by the Board of Governors 
of the Federal Reserve System for reports of the condition of the 
affliated member bank. Each such report of an affiliate shall be 
transmitted as herein provided at the same time as the corresponding 
report of the affiliated member bank, except that the Board of Gov- 
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ernors of the Federal Reserve System may, in its discretion, extend 
such time for good cause shown. Each such report shall contain such 
information as in the judgment of the Board of Governors of the 
Federal Reserve System shall be necessary to disclose fully the rela- 
tions between such affiliate and such bank and to enable the Board 
to inform itself as to the effect of such relations upon the affairs of 
such bank. The reports of such affiliates shall be published by the 
bank under the same conditions as govern its own condition reports. 


Additional reports of affiliates 


Any such affiiated member bank may be required to obtain from 
any such affiliate such additional reports as in the opinion of its 
Federal reserve bank or the Board of Governors of the Federal Re- 
serve System may be necessary in order to obtain a full and complete 
knowledge of the condition of the affiliated member bank. Such addi- 
tional reports shall be transmitted to the Federal reserve bank and 
the Board of Governors of the Federal Reserve System and shall be 
in such form as the Board of Governors of the Federal Reserve Sys- 
tem may prescribe. 


Failure to obtain reports of affiliates 


Any such affiliated member bank which fails to obtain from any 
of its affiliates and furnish any report provided for by the two pre- 
ceding paragraphs of this section shall be subject to a penalty of 
$100 for each day during which such failure continues, which, by 
direction of the Board of Governors of the Federal Reserve System, 
may be collected, by suit or otherwise, by the Federal reserve bank 
of the district in which such member bank is located. For the pur- 
poses of this paragraph and the two preceding paragraphs of this 
section, the term “affiliate” shall include holding company affiliates 
as well as other affiliates. 


Dealings in investment securities and stock 


State member banks shall be subject to the same limitations and 
conditions with respect to the purchasing, selling, underwriting, and 
holding of investment securities and stock as are applicable in the 
case of national banks under paragraph “Seventh” of section 5136 of 
the Revised Statutes, as amended. 


Divorce of stock from stock of other corporations 


After the date of the enactment of the Banking Act of 1935, no 
certificate evidencing the stock of any State member bank shall bear 
any statement purporting to represent the stock of any other corpora- 
tion, except a member bank or a corporation engaged on June 16, 1934 
in holding the bank premises of such member bank, nor shall the 
ownership, sale, or transfer of any certificate representing the stock 
of any State member bank be conditioned in any manner whatsoever 
upon the ownership, sale, or transfer of a certificate representing the 
stock of any other corporation, except a member bank or a corpora- 
tion engaged on June 16, 1934 in holding the bank premises of such 
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member bank: Provided, That this section shall not operate to pre- 
vent the ownership, sale, or transfer of stock of any other corporation 
being conditioned upon the ownerslt#e béle\RrOfransfer of a certificate 


representing stock of a State member ,ba 

age 7 by"37 1939 
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. PNIVERS|TY OF ILLINOIS : 

Each State member bank mliate with a ho ding company affiliate 
shall obtain from such holding company affiliate, within such time as 
the Board of Governors of the Federal Reserve System shall prescribe, 
an agreement that such holding company affiliate shall be subject to 
the same conditions and limitations as are applicable under section 
5144 of the Revised Statutes, as amended, in the case of holding 
company affiliates of national banks. A copy of each such agreement 
shall be filed with the Board of Governors of the Federal Reserve 
System. Upon the failure of a State member bank affiliated with a 
holding company affiliate to obtain such an agreement within the 
time so prescribed, the Board of Governors of the Federal Reserve 
System shall require such bank to surrender its stock in the Federal 
reserve bank and to forfeit all rights and privileges of membership 
in the Federal Reserve System as provided in this section. Whenever 
the Board of Governors of the Federal Reserve System shall have 
revoked the voting permit of any such holding company affiliate, the 
Board of Governors of the Federal Reserve System may, in its discre- 
tion, require any or all State member banks affiliated with such hold- 
ing company affiliate to surrender their stock in the Federal reserve 
bank and to forfeit all rights and privileges of membership in the 
Federal Reserve System as provided in this section. 


Examination of affiliates 


In connection with examinations of State member banks, examiners 
selected or approved by the Board of Governors of the Federal Re- 
serve System shall make such examinations of the affairs of all 
affllates of such banks as shall be necessary to disclose fully the 
relations between such banks and their affiliates and the effect of 
such relations upon the affairs of such banks. The expense of exam- 
ination of affiliates of any State member bank may, in the discretion 
of the Board of Governors of the Federal Reserve System, be assessed 
against such bank and, when so assessed, shall be paid by such bank. 
In the event of the refusal to give any information requested in the 
course of the examination of any such affiliate, or in the event of the 
refusal to permit such examination, or in the event of the refusal 
to pay any expense so assessed, the Board of Governors of the Federal 
Reserve System may, in its discretion, require any or all State mem- 
ber banks affiliated with such affiliate to surrender their stock in the 
Federal reserve bank and to forfeit all rights and privileges of mem- 
bership in the Federal Reserve System, as provided in this section. 


Note: The provisions of law specifically referred to in section 9 and 
other provisions to which a State bank which is a member of the 
Federal Reserve System is subject are printed in the Federal Re- 
serve Act or the Appendix thereto as compiled under the direction 
of the Board of Governors of the Federal Reserve System. 
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This Regulation as printed herewith is in the form 
as amended, effective September 1, 1948. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should 
be addressed to the Federal Reserve bank of 
the district in which the inquiry arises. 
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REGULATION H 


As amended, effective September 1, 1948 


MEMBERSHIP OF STATE BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM 


AUTHORITY FOR REGULATION 


This regulation is based upon and issued pursuant to provisions of 
section 9 of the Federal Reserve Act and related provisions of law. 
(Section 9 of the Federal Reserve Act is printed in the Appendix.) 


SECTION 1. DEFINITIONS 


For the purposes of this regulation— 

(a) The term “State bank” means any bank or trust company 
incorporated under a special or general law of a State or under a 
general law for the District of Columbia, any mutual savings bank 
(unless otherwise indicated), and any Morris Plan bank or other 
incorporated banking institution engaged in similar business.* 

(b) The term “mutual savings bank” means a bank without capital 
stock transacting a savings bank business, the net earnings of which 
inure wholly to the benefit of its depositors after payment of obliga- 
tions for any advances by its organizers, and in addition thereto 
includes any other banking institution the capital of which consists 
of weekly or other time deposits which are segregated from all other 
deposits and are regarded as capital stock for the purposes of taxation 
and the declaration of dividends. 

(c) The term “Board” means the Board of Governors of the Fed- 
eral Reserve System. 

(d) The term “board of directors” means the governing board 
of any institution performing the usual functions of a board of 
directors. 





1 Under the provisions of section 19 of the Federal Reserve Act, national banks, or banks 
organized under local laws, located in Alaska or in a dependency or insular possession or any 
part of the United States outside the continental United States sre not required to become 
members of the Federal Reserve System but may, with the consent of the Board, become mem- 
bers of the System. However, this Regulation H is applicable only to the admission of banks 
eligible for admission to membership under section 9 of the Federal Reserve Act and does not 
cover the admission of banks eligible under section 19 of the Act. Any bank desiring to be 
admitted to the System under the provisions of section 19 should communicate with the Federal 
Reserve bank with which it desires to do business. 


1 


2 REGULATION H 


(e) The term “Federal Reserve bank stock” includes the deposit 
which may be made with a Federal Reserve bank in lieu of a sub- 
scription for stock by a mutual savings bank which is not permitted 
to purchase stock in a Federal Reserve bank, unless otherwise 
indicated. 

(f) The terms “capital” and “capital stock” mean common stock, 
preferred stock, and legally issued capital notes and debentures pur- 
chased by the Reconstruction Finance Corporation which may be 
considered capital and capital stock for purposes of membership in 
the Federal Reserve System under the provisions of section 9 of the 
Federal Reserve Act. 


SECTION 2. ELIGIBILITY REQUIREMENTS 


Under the terms of section 9 of the Federal Reserve Act, as amended, 
to be eligible for admission to membership in the Federal Reserve 
System— 

(1) A State bank, other than a mutual savings bank, must 
possess a paid-up, unimpaired? capital sufficient to entitle it to 
become a national banking association in the place where it is 
situated under the provisions of the National Bank Act, except 
in the following circumstances, in which case such a bank may 
be admitted to membership with a lesser capital as indicated: 

(A) Any such institution organized prior to June 16, 1933 
(the date of the approval of the Banking Act of 1933) 
situated in a place the population of which does not exceed 
3,000 inhabitants and at the time of admission having a 
capital of not less than $25,000; 

(B) Any such institution (whether or not organized prior 
to June 16, 1933) situated in a place the population of which 
does not exceed 3,000 inhabitants and which at the time of 
admission is entitled to the benefits of insurance under sec- 
tion 12B of the Federal Reserve Act and has a capital of 
not less than $25,000. 

(2) A mutual savings bank must possess surplus and undi- 


2Section 345 of the Banking Act of 1935 provides in part that: “If any part of the capital 
of a national bank, State member bank, or bank applying for membership in the Federal 
Reserve System consists of preferred stock, the determination of whether or not the capital of 
such bank is impaired and the amount of such impairment shall be based upon the par value 
of its stock even though the amount which the holders of such preferred stock shall be entitled 
to receive in the event of retirement or liquidation shall be in excess of the par value of such 
preferred stock. If any such bank or trust company shall have outstanding any capital notes 
or debentures of the type which the Reconstruction Finance Corporation is authorized to pur- 
chase pursuant to the provisions of section 304 of the Emergency Banking and Bank Conservation 
Act. approved March 9, 1933, as amended, the capital of such bank may be deemed to be 
unimpaired if the sound value of its assets is not less than its total liabilities, including capital 
stock, but excluding such capital notes or debentures and any obligations of the bank expressly 
subordinated thereto.” 
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 ] vided profits not less than the amount of capital required for 
the organization of a national bank in the place where it is 
situated. 


(3) The minimum capital required for the organization of a 
national bank, referred to hereinbefore in connection with the 
capital required for admission to membership in the Federal 
Reserve System, is as follows: 




















) vary « eo wie Minimum 
If located in a city or town with a population Gaia 
Notsexceading 6.000 mhabitanis tie Mein 8 ie tee le $ 50,000 


Exceeding 6,000 but not exceeding 50,000 inhabitants 100,000 
Exceeding 50,000 inhabitants (except as stated below) 200,000 
In an outlying district of a city with a population 
exceeding 50,000 inhabitants; provided State law 
permits organization of State banks in such loca- 
tion with a capital of $100,000 or less...... a 100,000 











SECTION 3. INSURANCE OF DEPOSITS 


Any State bank becoming a member of the Federal Reserve System 
after the date of the enactment of the Banking Act of 1935 (August 
23, 1935) and which is not at the time an insured bank under the 
provisions of section 12B of the Federal Reserve Act, will become 
an insured bank under the provisions of that section on the date upon 
which it becomes a member of the Federal Reserve System.* In the 
case of an insured bank which is admitted to membership in the Fed- 
eral Reserve System, the bank will continue to be an insured bank. 


SECTION 4. APPLICATION FOR MEMBERSHIP 


(a) State bank, other than a mutual savings bank.—A State bank, 
other than a mutual savings bank, applying for membership, shall 
make application on Form 83A to the Board for an amount of capi- 
tal stock in the Federal Reserve bank of its district equal to six 
per cent of the paid-up capital stock and surplus of the applying 
institution. 


3In the case of a State bank which at the time of its admission to membership in the 
Federal Reserve System is not an insured bank, the Board is required under the provisions of 
subsections (e) and (g) of section 12B of the Federal Reserve Act to issue a certificate to the 
Federal Deposit Insurance Corporation to the effect that the bank is a member of the Federal 
Reserve System and that consideration has been given to the financial history and condition of 
the bank, the adequacy of its capital structure, its future earnings prospects, the general 
character of its management, the convenience and needs of the community to be served by the 
bank, and whether or not its corporate powers are consistent with the purposes of section 12B 
of the Federal Reserve Act. 
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(6) Mutual savings bank.—A mutual savings bank applying for 
membership shall make application on Form 83B to the Board for an 
amount of capital stock in the Federal Reserve bank of its district 
equal to six-tenths of one per cent of its total deposit liabilities as 
shown by the most recent report of examination of such institution 
preceding its admission to membership, or, if such institution be not 
permitted by the laws under which it was organized to purchase stock 
in a Federal Reserve bank, on Form 88C, for permission to deposit 
with the Federal Reserve bank an amount equal to the amount which 
it would have been required to pay in on account of a subscription 
to capital stock. 

(c) Mutual savings bank not authorized to purchase stock of Fed- 
eral Reserve bank at time of admission.—If a mutual savings bank 
be admitted to membership on the basis of a deposit of the required 
amount with the Federal Reserve bank in lieu of payment upon capi- 
tal stock because the laws under which such bank was organized do 
not at that time authorize it to purchase stock in the Federal Reserve 
bank, it shall subscribe on Form 83D for the appropriate amount 
of stock in the Federal Reserve bank whenever such laws are 
amended so as to authorize it to purchase stock in a Federal Reserve 
bank. 

(d) Execution and filing of application—Each application made 
under the provisions of this section and the exhibits referred to in the 
application blank shall be executed and filed, in duplicate, with the 
Federal Reserve bank of the district in which the applying bank is 
located. 


SECTION 5. APPROVAL OF APPLICATION 


(a) Matters given special consideration by Board.—In passing 
upon an application, the following matters will be given special 
consideration: 


(1) The financial history and condition of the applying bank 
and the general character of its management; 

(2) The adequacy of its capital structure and its future earn- 
ings prospects; 

(3) The convenience and needs of the community to be served 
by the bank; and 


4The Federal Reserve Act provides that, if the laws under which any such savings bank was 
organized be not amended at the first session of the legislature following the admission of the 
savings bank to membership so as to authorize mutual savings banks to purchase Federal 
Reserve bank stock, or if such laws be so amended and the bank fail within six months there- 
after to purchase such stock, all of its rights and privileges as a member bank shall be forfeited 
and its membership in the Federal Reserve System shall be terminated in the manner prescribed 
in section 9 of the Federal Reserve Act. 
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(4) Whether its corporate powers are consistent with the pur- 
poses of the Federal Reserve Act. 


(b) Procedure for admission to membership after approval of 
application.—I{ an applying bank conforms to all the requirements 
of the Federal Reserve Act and this regulation and is otherwise quali- 
fied for membership, its application will be approved subject to such 
conditions as may be prescribed pursuant to the provisions of the Fed- 
eral Reserve Act. When the conditions prescribed have been accepted 
by the applying bank, it should pay to the Federal Reserve bank of 
its district one-half of the amount of its subscription and, upon receipt 
of advice from the Federal Reserve bank as to the required amount, 
one-half of one per cent of its paid-up subscription for each month 
from the period of the last dividend. The remaining half of the 
bank’s subscription shall be subject to call when deemed necessary 
by the Board. The bank’s membership in the Federal Reserve System 
shall become effective on the date as of which a certificate of stock 
of the Federal Reserve bank is issued to it pursuant to its application 
for membership or, in the case of a mutual savings bank which is not 
authorized to subscribe for stock, on the date as of which a certificate 
representing the acceptance of a deposit with the Federal Reserve 
bank in place of a payment on account of a subscription to stock is 
issued to it pursuant to its application for membership. 


SECTION 6. CONDITIONS OF MEMBERSHIP 


Pursuant to the authority contained in the first paragraph of 
section 9 of the Federal Reserve Act, which authorizes the Board to 
permit applying State banks to become members of the Federal Re- 
serve System “subject to the provisions of this Act and to such condi- 
tions as it may prescribe pursuant thereto,’ the Board, except as 
hereinafter stated, will prescribe the following conditions of member- 
ship for each State bank hereafter applying for admission to the 
Federal Reserve System, and, in addition, such other conditions as 
may be considered necessary or advisable in the particular case— 


1. Such bank at all times shall conduct its business and exer- 
cise its powers with due regard to the safety of its depositors, 
and, except with the permission of the Board of Governors of the 
Federal Reserve System, such bank shall not cause or permit any 
change to be made in the general character of its business or in 
the scope of the corporate powers exercised by it at the time 


6In the case of a mutual savings bank which is not permitted by the laws under which it 
was organized to purchase stock in a Federal Reserve bank, it shall deposit with the Federal 
Reserve bank an amount equal to the amount which it would have been required to pay in on 
account of a subscription to capital stock. 
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of admission to membership.® 

2. The net capital and surplus funds of such bank shall be 
adequate in relation to the character and condition of its assets 
and to its deposit habilities and other corporate responsibilities,’ 
and its capital ® shall not be reduced except with the permission 
of the Board of Governors of the Federal Reserve System.® 


SECTION 7. POWERS AND RESTRICTIONS 

Every State bank while a member of the Federal Reserve System— 

(a) Shall retain its full charter and statutory rights subject to the 
provisions of the Federal Reserve Act and other Acts of Congress 
applicable to member State banks, to the regulations of the Board 
made pursuant to law, and to the conditions prescribed by the Board 
and agreed to by such bank prior to its admission; 

(6) Shall enjoy all the privileges and observe all the requirements 
of the Federal Reserve Act and other Acts of Congress applicable 
to member State banks and of the regulations of the Board made 
pursuant to law which are applicable to member State banks; and 

(c) Shall comply at all times with any and all conditions of mem- 
bership prescribed by the Board in connection with the admission of 
such bank to membership in the Federal Reserve System. 





8 If, after admission of any bank to membership, it should desire to make any change in the 
general character of its business or in the scope of its corporate powers exercised at the time 
of admission, it will be necessary for it to obtain the permission of the Board before making 
any such change. 

The acquisition by a bank of the assets of another institution through merger, consolidation, 
or purchase may result in a change in the character of its assets or the scope of its functions 
within the meaning of condition numbered 1, and if at any time a member State bank subject 
to such condition anticipates making any such acquisition a detailed report setting forth all the 
facts in connection with the transaction should be made promptly to the Federal Reserve bank 
of the district in which such bank is located. 

For many years, the Board prescribed, as standard conditions of membership, a condition 
which, in general, prohibited banks from engaging as a business in the sale of real estate 
loans to the public and certain conditions relating to the exercise of trust powers, including 
one which prohibited self-dealing in the investment of trust funds. The elimination of these 
conditions as standard conditions of membership does not reflect any change in the Board's 
position as to the undesirability of the practices formerly prohibited by such conditions; and 
attention is called to the fact that engaging as a business in the sale of real estate loans to 
the public or failing to conduct trust business in accordance with the applicable State laws and 
sound principles of trust administration may constitute unsafe or unsound practices and violate 
condition numbered 1. 


7If at any time, in the light of all the circumstances, the aggregate amount of the bank’s 
net capital and surplus funds appears to be inadequate, the bank, within such period as shall 
be deemed by the Board to be reasonable for this purpose, shall increase the amount thereof to 
an amount which in the judgment of the Board shall be adequate in relation to the bank’s 
aggregate deposit liabilities and other corporate responsibilities. 

8 This applies to capital stock of all classes and to capital notes and debentures legally issued 
and purchased by the Reconstruction Finance Corporation which, under the Federal Reserve 
Act, are considered as capital for purposes of membership. 

A reduction in capital, however, shall not be deemed to bo contrary to this provision if, at 
the same time, the capital is correspondingly increased or a specific reserve in an amount not 
less than the amount of the capital reduction is set aside to provide for an increase in capital 
and can be used for no other purpose; provided, of course, the transaction does not violate any 
provision of applicable laws. 

® This condition will not be prescribed in connection with the admission of mutual savings 
banks to membership in the Federal Reserve System. 
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SECTION 8. ESTABLISHMENT OR MAINTENANCE OF BRANCHES 

(a) In general.—Every State bank which is or hereafter becomes 
a member of the Federal Reserve System is subject to the provisions 
of section 9 of the Federal Reserve Act relating to the establishment 
and maintenance of branches in the United States or in a dependency 
or insular possession thereof or in a foreign country. Under the pro- 
visions of section 9, member State banks establishing and operating 
branches in the United States beyond the corporate limits of the city, 
town, or village in which the parent bank is situated must conform 
to the same terms, conditions, limitations, and restrictions as are 
applicable to the establishment of branches by national banks under 
the provisions of section 5155 of the Revised Statutes of the United 
States relating to the establishment of branches in the United States, 
except that the approval of any such branches must be obtained from 
the Board rather than from the Comptroller of the Currency. Under 
the provisions of section 9, member State banks establishing and 
operating branches in a dependency or insular possession of the United 
States or in a foreign country must conform to the terms, conditions, 
limitations, and restrictions contained in section 25 of the Federal 
Reserve Act relating to the establishment by national banks of 
branches in such places. The principal applicable provisions of law 
have been interpreted as follows: 


(6b) Branches in the United States.— 


1. Branches established within the corporate limits of the city, 
town, or village in which the parent bank is situated do not 
require the approval of the Board. 

2. Before a member State bank establishes a branch beyond 
the corporate limits of the city, town, or village in which it is 
situated, it must obtain the approval of the Board. 

3. Before any nonmember State bank having a branch or 
branches established after February 25, 1927, beyond the cor- 
porate limits of the city, town, or village in which the bank is 
situated is admitted to membership in the Federal Reserve Sys- 
tem, it must obtain the approval of the Board for the retention 
of such branches; and any provisions contained in this section 
of this regulation which by their terms relate to the establish- 
ment or retention of branches by member State banks are equally 
applicable to the retention by a nonmember State bank applying 
for membership and having any branches previously established. 

4. A member State bank located in a State which by statute 
law permits the maintenance of branches within county or greater 
limits may, with the approval of the Board, establish and operate, 
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without regard to the capital requirements of section 5155 of the 
Revised Statutes, a seasonal agency in any resort community 
within the limits of the county in which the main office of such 
bank is located for the purpose of receiving and paying out 
deposits, issuing and cashing checks and drafts, and doing busi- 
ness incident thereto, if no bank is located and doing business in 
the place where the proposed agency is to be located; and any 
permit issued for the establishment of such an agency shall be 
revoked upon the opening of a State or national bank in the 
community where the agency is located. 

5. Except as stated in the immediately preceding paragraph, 
a member State bank which establishes a branch beyond the cor- 
porate limits of the city, town, or village in which it is situated 
must have a paid-in and unimpaired capital stock of not less 
than $500,000, except that, in a State with a population of less 
than 1,000,000, and which has no city located therein with a 
population exceeding 100,000, the capital stock shall be not less 
than $250,000, and except that, in a State with a population of 
less than 500,000, and which has no city located therein with a 
population exceeding 50,000, the capital stock shall be not less 
than $100,000. In any such case, the aggregate capital stock of 
the member State bank and its branches shall at no time be less 
than the aggregate minimum capital stock required by law for 
the establishment of an equal number of national banking asso- 
ciations situated in the various places where such member State 
bank and its branches are situated. 

6. A member State bank may not establish a branch beyond 
the corporate limits of the city, town, or village in which it is 
situated unless such establishment and operation are at the time 
authorized to State banks by the statute law of the State in ques- 
tion by language specifically granting such authority affirmatively 
and not merely by implication or recognition, and subject to the 
restrictions as to location imposed by the law of the State on 
State banks. 

7. Any member State bank which, on February 25, 1927, had 
established and was actually operating a branch or branches in 
conformity with the State law is permitted to retain and operate 
the same while remaining a member of the Federal Reserve Sys- 
tem, regardless of the location of such branch or branches. 

- 8. In order to remain a member of the Federal Reserve Sys- 
tem, every member State bank must relinquish any branch or 
branches established after February 25, 1927, beyond the cor- 
porate limits of the city, town, or village in which the parent 
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bank is situated, unless such branch or branches are in conformity 
with or are brought into conformity with the same terms, condi- 
tions, limitations, and restrictions as would be applicable in the 
case of the establishment of such branches, 

9. The removal of a branch from one town to another town 
constitutes the establishment of a branch in such other town 
within the meaning of the provisions of the Federal Reserve Act. 

(c) Application for approval of branches in United States.— 
Any member State bank desiring to establish a branch beyond the 
corporate limits of the city, town, or village in which it is located 
and any nonmember State bank applying for membership and desir- 
ing to retain any branch established after February 25, 1927, beyond 
the corporate limits of the city, town, or village in which the bank is 
situated should submit a request for the approval by the Board of 
any such branch to the Federal Reserve bank of the district in which 
the bank is located. Any such request should be accompanied by 
advice as to the scope of the functions and the character of the busi- 
ness which are or will be performed by the branch and detailed 
information regarding the policy followed or proposed to be followed 
with reference to supervision of the branch by the head office; and 
the bank may be required in any case to furnish additional informa- 
tion which will be helpful to the Board in determining whether to 
approve such request. 

(d) Foreign branches.—Before a member State bank establishes 
a branch in a foreign country, or dependency or insular possession 
of the United States, it must have a capital and surplus of $1,000,000 
or more and obtain the approval of the Board. 

(e) Application for approval of foreign branches.—Any member 
State bank desiring to establish such a branch and any nonmember 
State bank applying for membership and desiring to retain any such 
branch established after February 25, 1927, should submit a request 
for the approval by the Board of any such branch to the Federal 
Reserve bank of the district in which the bank is located. Any such 
request should be accompanied by advice as to the scope of the func- 
tions and the character of the business which are or will be performed 
by the branch and detailed information regarding the policy followed 
or proposed to be followed with reference to supervision of the branch 
by the head office; and the bank may be required in any case to 
furnish additional information which will be helpful to the Board in 
determining whether to approve such request. 
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SECTION 9. PUBLICATION OF REPORTS OF MEMBER BANKS 
AND THEIR AFFILIATES 1° 

(a) Reports of member banks.—Each report of condition made 
by a member State bank, which is required to be made to the Federal 
Reserve bank of its district as of call dates fixed by the Board of 
Governors of the Federal Reserve System, shall be published by 
such member bank within twenty days from the date the call therefor 
is issued. 

The report shall be printed in a newspaper published in the place 
where the bank is located or, if there be no newspaper published in 
the place where the bank is located, then in a newspaper published 
in the same or in an adjoining county and in genera! circulation in 
the place where the bank is located. The term “newspaper”, for the 
purpose of this regulation, means a publication with a general circu- 
lation published not less frequently than once a week, one of the 
primary functions of which is the dissemination of news of general 
interest. 

The copy of the report for the use of the printer for publication 
should be prepared on Form 105e. The published information shall 
agree in every respect with that shown on the face of the condition 
report rendered to the Federal Reserve bank, except that any item 
for which no amount is reported may be omitted in the published 
statement. All signatures shall be the same in the published state- 
ment as in the original report submitted to the Federal Reserve bank, 
but the signatures may be typewritten or otherwise copied on the 
report for publication. 

A copy of the printed report shall be submitted to the Federal 
Reserve bank attached to the certificate on Form 105e. 

(6) Reports of affiliates.1:—Each report of an affiliate of a mem- 
1¢ Under the provisions of section 9 of the Federal Reserve Act, reports of condition of member 
State banks which, under that section, must be made to the respective Federal Reserve banks 
on call dates fixed by the Board of Governors of the Federal Reserve System ‘‘shall be pub- 
lished by the reporting banks in such manner and in accordance with such regulations as the 
said Board may prescribe’’. 

Section 9 also provides that the reports of affiliates of a member State bank which are required 
by that section to be furnished to the respective Federal Reserve banks ‘‘shall be published by 
the bank under the same conditions as govern its own condition reports’. The term “‘affiliates’’, 
as used in this provision of section 9, under the express terms of that section, includes ‘‘holding 
company affiliates as well as other affiliates’, but a member State bank is not required to 
furnish to a Federal Reserve bank the report of an affiliated member bank. 

11 Section 21 of the Federal Reserve Act, among other things, provides as follows: “When- 
ever member banks are required to obtain reports from affiliates, or whenever affiliates of 
member banks are required to submit to examination, the Board of Governors of the Federal 
Reserve System or the Comptroller of the Currency, as the case may be, may waive such 
requirements with respect to any such report or examination of any affiliate if in the judgment 
of the said Board or Comptroller, respectively, such report or examination is not necessary to 
disclose fully the relations between such affiliate and such bank and the effect thereof upon the 
affairs of such bank.’*® Therefore, of course, in any case where the Board of Governors waives 


the filing of a report of an affiliate of a member State bank, no publication of a report of 
such affiliate is required. 
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ber State bank, including a holding company affiliate, shall be pub- 
lished at the same time and in the same newspaper as the affiliated 
bank’s own condition report submitted to the Federal Reserve bank, 
unless an extension of time for submission of the report of the 
affiliate has been granted under authority of the Board of Governors 
of the Federal Reserve System. When such extension of time has 
been granted, the report of the affiliate must be submitted and pub- 
lished before the expiration of such extended period in the same news- 
paper as the condition report of the bank was published. 

The copy of the report for the use of the printer for publication 
should be prepared on Form 220a. The published information shall 
agree in every respect with that shown on the face of the report of 
the affiliate furnished to the Federal Reserve bank by the affiliated 
member bank, except that any item appearing under the caption 
“Financial relations with bank” against which the word “none” 
appears on the report furnished to the Federal Reserve bank may be 
omitted in the published: statement of the affiliate, provided that if 
the word “none” is shown against all of the items appearing under 
such caption in the report furnished to the Federal Reserve bank 
the caption “Financial relations with bank” shall appear in the pub- 
lished statement followed by the word ‘“‘none.” All signatures shall be 
the same in the published statement as in the original report submitted 
to the Federal Reserve bank, but the signatures may be typewritten 
or otherwise copied on the report for publication. 

A copy of the printed report shall be submitted to the Federal 
Reserve bank attached to the certificate on Form 220a. 


SECTION 10. VOLUNTARY WITHDRAWAL FROM FEDERAL RESERVE SYSTEM 


(a) General.—Any State bank desiring to withdraw from member- 
ship in a Federal Reserve bank may do so after six months’ written 
notice has been filed with the Board;** and the Board, in its discre- 
tion, may waive such six months’ notice in any individual case and 
may permit such bank to withdraw from membership in a Federal 
Reserve bank, subject to such conditions as the Board may prescribe, 
prior to the expiration of six months from the date of the written 
notice of its intention to withdraw. 

(b) Notice of intention of withdrawal.—Any State bank desiring 
to withdraw from membership in a Federal Reserve bank should 


14Under specific provisions of section 9 of the Federal Reserve Act, however, no Federal 
Reserve bank shall, except upon express authority of the Board, cancel within the same calendar 
year more than twenty-five per cent of its capital stock for the purpose of effecting voluntary 
withdrawals during that year. All applications for voluntary withdrawals are required by the 
law to be dealt with in the order in which they are filed with the Board. 
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signify its intention to do so in a letter addressed to the Board and 
mailed to the Federal Reserve bank of which such bank is a member. 
Such letter should state clearly the reason for the bank’s desire to 
withdraw. Any such bank desiring to withdraw from membership 
prior to the expiration of six months from the date of written notice 
of its intention to withdraw should so state in the letter signifying 
its intention to withdraw and should state the reason for its desire to 
withdraw prior to the expiration of six months. 

Every notice of intention of a bank to withdraw from membership 
in the Federal Reserve System and every application for the waiver 
of such notice should be accompanied by a certified copy of a resolu- 
tion duly adopted by the board of directors of such bank authorizing 
the withdrawal of such bank from membership in the Federal Reserve 
System and authorizing a certain officer or certain officers of such 
bank to file such notice or application, to surrender for cancellation 
the Federal Reserve bank stock held by such bank, to receive and 
receipt for any moneys or other property due to such bank from the 
Federal Reserve bank and to do such other things as may be necessary 
to effect the withdrawal of such bank from membership in the Federal 
Reserve System. 

Notice of intention to withdraw or application for waiver of six 
months’ notice of intention to withdraw by any bank which is in the 
hands of a conservator or other State official acting in a capacity 
similar to that of a conservator should be accompanied by advice 
from the conservator or other such State official that he joins in such 
notice or application. 


(c) Time and method of effecting actual withdrawal.—Upon 
the expiration of six months after notice of intention to withdraw 
or upon the waiving of such six months’ notice by the Board, such 
bank may surrender its stock and its certificate of membership to the 
Federal Reserve bank and request that same be canceled and that 
all amounts due to it from the Federal Reserve bank be refunded.'* 
Unless this is done within two months after the expiration of such 


13 A bank’s withdrawal from membership in the Federal Reserve System is effective on the 
date on which the Federal Reserve bank stock held by it is duly canceled. Until such stock 
has been canceled, such bank remains a member of the Federal Reserve System, is entitled to 
all the privileges of membership, and is required to comply with all provisions of law and all 
regulations of the Board pertaining to member banks and with all conditions of membership 
applicable to it. Upon the cancellation of such stock, all rights and privileges of such bank 
as & member bank shall terminate. 

Upon the cancellation of such stock, and after due provision has been made for any indebted- 
ness due or to become due to the Federal Reserve bank, such bank shall be entitled to a 
refund of its cash paid subscription with interest at the rate of one-half of one per cent per 
month from the date of last dividend, the amount refunded in no event to exceed the book 
value of the stock at that time, and shall likewise be entitled to the repayment of deposits 
and of any other balance due from the Federal Reserve bank. 
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six months’ notice or after the waiver of such notice by the Board, 
or unless the bank requests and the Board grants an extension of time, 
such bank will be presumed to have abandoned its intention of with- 
drawing from membership and will not be permitted to withdraw 
without again giving six months’ written notice or obtaining the 
waiver of such notice. 


(d) Withdrawal of notice.—Any bank which has given notice of 
its intention to withdraw from membership in a Federal Reserve bank 
may withdraw such notice at any time before its stock has been 
canceled and upon doing so may remain a member of the Federal 
Reserve System. The notice rescinding the former notice should be 
accompanied by a certified copy of an appropriate resolution duly 
adopted by the board of directors of the bank. 


SECTION 11. BOARD FORMS 


All forms referred to in this regulation and all such forms as they 
may be amended from time to time shall be a part of this regulation. 


APPENDIX 


Statutory Provisions 


Section 9 of the Federal Reserve Aet provides as follows: 


Applications for membership by State banks ? 


Any bank incorporated by special law of any State, or organized 
under the general laws of any State or of the United States, including 
Morris Plan banks and other incorporated banking institutions en- 
gaged in similar business, desiring to become a member of the Federal 
Reserve System, may make application to the Board of Governors of 
the Federal Reserve System, under such rules and regulations as it 
may prescribe, for the right to subscribe to the stock of the Federal 
_reserve bank organized within the district in which the applying bank 
is located. Such application shall be for the same amount of stock 
that the applying bank would be required to subscribe to as a national 
bank. For the purposes of membership of any such bank the terms 
“capital” and “capital stock” shall include the amount of outstanding 
capital notes and debentures legally issued by the applying bank and 
purchased by the Reconstruction Finance Corporation. The Board 
of Governors of the Federal Reserve System, subject to the provisions 
of this Act and to such conditions as it may prescribe pursuant thereto 
may permit the applying bank to become a stockholder of such 
Federal reserve bank. 


Branches of State member banks 


Any such State bank which, at the date of the approval of this 
Act, has established and is operating a branch or branches in con- 
formity with the State law, may retain and operate the same while 
remaining or upon becoming a stockholder of such Federal reserve 
bank; but no such State bank may retain or acquire stock in a Federal 
reserve bank except upon relinquishment of any branch or branches 
established after the date of the approval of this Act beyond the 
limits of the city, town, or village in which the parent bank is situated. 
Provided, however, That nothing herein contained shall prevent any 
State member bank from establishing and operating branches in the 
United States or any dependency or insular possession thereof or in 
any foreign country, on the same terms and conditions and subject 
to the same limitations and restrictions as are applicable to the estab- 
lishment.of branches by national banks except that the approval of 
the Board of Governors of the Federal Reserve System, instead of 
the Comptroller of the Currency, shall be obtained before any State 
member bank may hereafter establish any branch and before any 
State bank hereafter admitted to membership may retain any branch 
established after February 25, 1927, beyond the limits of the city, 
town, or village in which the parent bank is situated. 


1 This and subsequent catchlines are not a part of the law. 
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Financial condition, management and powers 


In acting upon such application the Board of Governors of the 
Federal Reserve System shall consider the financial condition of the 
applying bank, the general character of its management, and whether 
or not the corporate powers exercised are consistent with the purposes 
of this act. 


Payment of subscription 


Whenever the Board of Governors of the Federal Reserve System 
shall permit the applying bank to become a stockholder in the Federal 
reserve bank of the district its stock subscription shall be payable 
on call of the Board of Governors of the Federal Reserve System, and 
stock issued to it shall be held subject to the provisions of this act. 


Provisions of law to be complied with; reports of condition 


All banks admitted to membership under authority of this section 
shall be required to comply with the reserve and capital requirements 
of this act and to conform to those provisions of law imposed on 
national banks which prohibit such banks from lending on or pur- 
chasing their own stock, which relate to the withdrawal or impairment 
of their capital stock, and which relate to the payment of unearned 
dividends. Such banks and the officers, agents, and employees thereof 
shall also be subject to the provisions of and to the penalties pre- 
scribed by section fifty-two hundred and nine of the Revised Statutes, 
and shall be required to make reports of condition and of the pay- 
ment of dividends to the Federal reserve bank of which they become 
a member. Not less than three of such reports shall be made annually 
on call of the Federal reserve bank on dates to be fixed by the Board 
of Governors of the Federal Reserve System. Failure to make such 
reports within ten days after the date they are called for shall subject 
the offending bank to a penalty of $100 a day for each day that it 
fails to transmit such report; such penalty to be collected by the 
Federal reserve bank by suit or otherwise. Such reports of condition 
shall be in such form and shall contain such information as the 
Board of Governors of the Federal Reserve System may require and 
shall be published by the reporting banks in such manner and in 
accordance with such regulations as the said Board may prescribe. 


Examinations 


As a condition of membership such banks shall likewise be subject 
to examinations made by direction of the Board of Governors of the 
Federal Reserve System or of the Federal reserve bank by examiners 
selected or approved by the Board of Governors of the Federal Re- 
serve System. 


Acceptance of State examinations; expenses; reports of examinations 


Whenever the directors of the Federal reserve bank shall approve 
the examinations made by the State authorities, such examinations 
and the reports thereof may be accepted in lieu of examinations made 
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by examiners selected or approved by the Board of Governors of the 
Federal Reserve System: Provided, however, That when it deems 
it necessary the board may order special examinations by examiners 
of its own selection and shall in all cases approve the form of the 
report. The expenses of all examinations, other than those made by 
State authorities, may, in the discretion of the Board of Governors 
of the Federal Reserve System, be assessed against the banks exam- 
ined and, when so assessed, shall be paid by the banks examined. 
Copies of the reports of such examinations may, in the discretion of 
the Board of Governors of the Federal Reserve System, be furnished 
to the State authorities having supervision of such banks, to officers, 
directors, or receivers of such banks, and to any other proper persons. 


Forfeiture of membership 


If at any time it shall appear to the Board of Governors of the 
Federal Reserve System that a member bank has failed to comply 
with the provisions of this section or the regulations of the Board of 
Governors of the Federal Reserve System made pursuant thereto, 
or has ceased to exercise banking functions without a receiver or 
liquidating agent having been appointed therefor, it shall be within 
the power of the board after hearing to require such bank to surrender 
its stock in the Federal reserve bank and to forfeit all rights and 
privileges of membership. The Board of Governors of the Federal 
Reserve System may restore membership upon due proof of compli- 
ance with the conditions imposed by this section. 


Voluntary withdrawal from membership 


Any State bank or trust company desiring to withdraw from mem- 
bership in a Federal reserve bank may do so, after six months’ written 
notice shall have been filed with the Board of Governors of the Fed- 
eral Reserve System, upon the surrender and cancellation of all of its 
holdings of capital stock in the Federal reserve bank: Provided, That 
the Board of Governors of the Federal Reserve System, in its discre- 
tion and subject to such conditions as it may prescribe, may waive 
such six months’ notice in individual cases and may permit any such 
State bank or trust company to withdraw from membership in a 
Federal reserve bank prior to the expiration of six months from the 
date of the written notice of its intention to withdraw: Provided, 
however, That no Federal reserve bank shall, except under express 
authority of the Board of Governors of the Federal Reserve System, 
cancel within the same calendar year more than twenty-five per 
centum of its capital stock for the purpose of effecting voluntary 
withdrawals during that year. All such applications shall be dealt 
with in the order in which they are filed with the board. Whenever 
a member bank shall surrender its stock holdings in a Federal reserve 
bank, or shall be ordered to do so by the Board of Governors of the 
Federal Reserve System, under authority of law, all of its rights and 
privileges as a, member bank shall thereupon cease and determine, 
and after due provision has been made for any indebtedness due or 
to become due to the Federal reserve bank it shall be entitled to a 
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refund of its cash paid subscription with interest at the rate of one- 
half of one per centum per month from date of last dividend, if 
earned, the amount refunded in no event to exceed the book value 
of the stock at that time, and shall hkewise be entitled to repayment 
of deposits and of any other balance due from the Federal reserve 
bank. 


Capital required for membership 


No applying bank shall be admitted to membership in a Federal 
reserve bank unless it possesses a paid-up unimpaired capital suffi- 
cient to entitle it to become a national banking association in the 
place where it is situated under the provisions of the National Bank 
Act, as amended: Provided, That this paragraph shall not apply to 
State banks and trust companies organized prior to the date this 
paragraph as amended takes effect and situated in a place the popula- 
tion of which does not exceed three thousand inhabitants and having 
a capital of not less than $25,000, nor to any State bank or trust 
company which is so situated and which, while it is entitled to the 
benefits of insurance under section 12B of this Act, increases its capital 
to not less than $25,000. 


Waiver of membership requirements as to insured banks 


(The provisions of this paragraph of the statute relate to waiver of 
membership requirements for banks which were formerly required to 
become members of the Federal Reserve System under subsection (y) 
of section 12B of the Federal Reserve Act. In view of an amendment 
of June 20, 1939, repealing the requirement for membership, the pro- 
visions relating to waiver of membership requirements are no longer 
effective, and, accordingly, are not printed herein.) 


Laws to which subject 


Banks becoming members of the Federal Reserve System under 
authority of this section shall be subject to the provisions of this 
section and to those of this act which relate specifically to member 
banks, but shall not be subject to examination under the provisions 
of the first two paragraphs of section fifty-two hundred and forty of 
the Revised Statutes as amended by section twenty-one of this act. 
Subject to the provisions of this act and to the regulations of the 
board made pursuant thereto, any bank becoming a member of the 
Federal Reserve System shall retain its full charter and statutory 
rights as a State bank or trust company, and may continue to exercise 
all corporate powers granted it by the State in which it was created, 
and shall be entitled to all privileges of member banks: Provided, 
however, That no Federal reserve bank shall be permitted to discount 
for any State bank or trust company notes, drafts, or bills of exchange 
of any one borrower who is liable for borrowed money to such State 
bank or trust company in an amount greater than that which could 
be borrowed lawfully from such State bank or trust company were 
it a national banking association. The Federal reserve bank, as a 
condition of the discount of notes, drafts, and bills of exchange for 
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such State bank or trust company, shall require a certificate or 
guaranty to the effect that the borrower is not liable to such bank 
in excess of the amount provided by this section, and will not be per- 
mitted to become liable in excess of this amount while such notes, 
drafts, or bills of exchange are under discount with the Federal 
reserve bank. 


False certification of checks 


It shall be unlawful for any officer, clerk, or agent of any bank 
admitted to membership under authority of this section to certify 
any check drawn upon such bank unless the person or company draw- 
ing the check has on deposit therewith at the time such check is 
certified an amount of money equal to the amount specified in such 
check. Any check so certified by duly authorized officers shall be a 
good and valid obligation against such bank, but the act of any such 
officer, clerk, or agent in violation of this section may subject such 
bank to a forfeiture of its membership in the Federal Reserve System 
upon. hearing by the Board of Governors of the Federal Reserve 
System. 


Government depositaries and financial agents 


All banks or trust companies incorporated by special law or organ- 
ized under the general laws of any State, which are members of the 
Federal Reserve System, when designated for that purpose by the 
Secretary of the Treasury, shall be depositaries of public money, under 
such regulations as may be prescribed by the Secretary; and they 
may also be employed as financial agents of the Government; and 
they shall perform all such reasonable duties, as depositaries of 
public money and financial agents of the Government, as may be 
required of them. The Secretary of the Treasury shall require of 
the banks and trust companies thus designated satisfactory security, 
by the deposit of United States bonds or otherwise, for the safe 
keeping and prompt payment of the public money deposited with 
them and for the faithful performance of their duties as financial 
agents of the Government. 


Admission to membership of mutual savings banks 


Any mutual savings bank having no capital stock (including any 
other banking institution the capital of which consists of weekly or 
other time deposits which are segregated from all other deposits and 
are regarded as capital stock for the purposes of taxation and the 
declaration of dividends), but having surplus and undivided profits 
not less than the amount of capital required for the organization of 
a national bank in the same place, may apply for and be admitted to 
membership in the Federal Reserve System in the same manner and 
subject to the same provisions of law as State banks and trust com- 
panies, except that any such savings bank shall subscribe for capital 
stock of the Federal reserve bank in an amount equal to six-tenths 
of 1 per centum of its total deposit liabilities as shown by the most 
recent report of examination of such savings bank preceding its ad- 
mission to membership. Thereafter such subscription shall be adjusted 
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semiannually on the same percentage basis in accordance with rules 
and regulations prescribed by the Board of Governors of the Federal 
Reserve System. If any such mutual savings bank applying for 
membership is not permitted by the laws under which it was organized 
to purchase stock in a Federal reserve bank, it shall, upon admission 
to the system, deposit with the Federal reserve bank an amount equal 
to the amount which it would have been required to pay in on 
account of a subscription to capital stock. Thereafter such deposit 
shall be adjusted semiannually in the same manner as subscriptions 
for stock. Such deposits shall be subject to the same conditions with 
respect to repayment as amounts paid upon subscriptions to capital 
stock by other member banks and the Federal reserve bank shall pay 
interest thereon at the same rate as dividends are actually paid on 
outstanding shares of stock of such Federal reserve bank. If the laws 
under which any such savings bank was organized be amended so as 
to authorize mutual savings banks to subscribe for Federal reserve 
bank stock, such savings bank shall thereupon subscribe for the 
appropriate amount of stock in the Federal reserve bank, and the 
deposit hereinbefore provided for in lieu of payment upon capital 
stock shall be applied upon such subscription. If the laws under 
which any such savings bank was organized be not amended at the 
next session of the legislature following the admission of such savings 
bank to membership so as to authorize mutual savings banks to 
purchase Federal reserve bank stock, or if such laws be so amended 
and such bank fail within six months thereafter to purchase such 
stock, all of its rights and privileges as a member bank shall be 
forfeited and its membership in the Federal Reserve System shall be 
terminated in the manner prescribed elsewhere in this section with 
respect to State member banks and trust companies. Each such 
mutual savings bank shall comply with all the provisions of law 
applicable to State member banks and trust companies, with the 
regulations of the Board of Governors of the Federal Reserve System 
and with the conditions of membership prescribed for such savings 
bank at the time of admission to membership, except as otherwise 
hereinbefore provided with respect to capital stock. 


Reports of affiliates 


Each bank admitted to membership under this section shall obtain 
from each of its affiliates other than member banks and furnish to 
the Federal reserve bank of its district and to the Board of Governors 
of the Federal Reserve System not less than three reports during each 
year. Such reports shall be in such form as the Board of Governors 
of the Federal Reserve System may prescribe, shall be verified by 
the oath or affirmation of the president or such other officer as may 
be designated by the board of directors of such affiliate to verify 
such reports, and shall disclose the information hereinafter provided 
for as of dates identical with those fixed by the Board of Governors 
of the Federal Reserve System for reports of the condition of the 
affliated member bank. Each such report of an affiliate shall be 
transmitted as herein provided at the same time as the corresponding 
report of the affiliated member bank, except that the Board of Gov- 
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ernors of the Federal Reserve System may, in its discretion, extend 
such time for good cause shown. Each such report shall contain such 
information as in the judgment of the Board of Governors of the 
Federal Reserve System shall be necessary to disclose fully the rela- 
tions between such affiliate and such bank and to enable the Board 
to inform itself as to the effect of such relations upon the affairs of 
such bank. The reports of such affiliates shall be published by the 
bank under the same conditions as govern its own condition reports. 


Additional reports of affiliates 


Any such affiliated member bank may be required to obtain from 
any such affiliate such additional reports as in the opinion of its 
Federal reserve bank or the Board of Governors of the Federal Re- 
serve System may be necessary in order to obtain a full and complete 
knowledge of the condition of the affiliated member bank. Such addi- 
tional reports shall be transmitted to the Federal reserve bank and 
the Board of Governors of the Federal Reserve System and shall be 
in such form as the Board of Governors of the Federal Reserve Sys- 
tem may prescribe. 


Failure to obtain reports of affiliates 


Any such affiliated member bank which fails to obtain from any 
of its affiliates and furnish any report provided for by the two pre- 
ceding paragraphs of this section shall be subject to a penalty of 
$100 for each day during which such failure continues, which, by 
direction of the Board of Governors of the Federal Reserve System, 
may be collected, by suit or otherwise, by the Federal reserve bank 
of the district in which such member bank is located. For the pur- 
poses of this paragraph and the two preceding paragraphs of this 
section, the term “affiliate” shall include holding company affiliates 
as well as other affiliates. 


Dealings in investment securities and stock 


State member banks shall be subject to the same limitations and 
conditions with respect to the purchasing, selling, underwriting, and 
holding of investment securities and stock as are applicable in the 
case of national banks under paragraph “Seventh” of section 5136 of 
the Revised Statutes, as amended. 


Divorce of stock from stock of other corporations 


After the date of the enactment of the Banking Act of 1935, no 
certificate evidencing the stock of any State member bank shall bear 
any statement purporting to represent the stock of any other corpora- 
tion, except a member bank or a corporation engaged on June 16, 1934 
in holding the bank premises of such member bank, nor shall the 
ownership, sale, or transfer of any certificate representing the stock 
of any State member bank be conditioned in any manner whatsoever 
upon the ownership, sale, or transfer of a certificate representing the 
stock of any other corporation, except a member bank or a corpora- 
tion engaged on June 16, 1934 in holding the bank premises of such 
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member bank: Provided, That this section shall not operate to pre- 
vent the ownership, sale, or transfer of stock of any other corporation 
being conditioned upon the ownership, sale, or transfer of a certificate 
representing stock of a State member bank. 


Holding company affiliates 


Each State member bank affiliated with a holding company affiliate 
shall obtain from such holding company affiliate, within such time as 
the Board of Governors of the Federal Reserve System shall prescribe, 
an agreement that such holding company affiliate shall be subject to 
the same conditions and limitations as are applicable under section 
5144 of the Revised Statutes, as amended, in the case of holding 
company affiliates of national banks. A copy of each such agreement 
shall be filed with the Board of Governors of the Federal Reserve 
System. Upon the failure of a State member bank affiliated with a 
holding company affiliate to obtain such an agreement within the 
time so prescribed, the Board of Governors of the Federal Reserve 
System shall require such bank to surrender its stock in the Federal 
reserve bank and to forfeit all rights and privileges of membership 
in the Federal Reserve System as provided in this section. Whenever 
the Board of Governors of the Federal Reserve System shall have 
revoked the voting permit of any such holding company affiliate, the 
Board of Governors of the Federal Reserve System may, in its discre- 
tion, require any or all State member banks affiliated with such hold- 
ing company affiliate to surrender their stock in the Federal reserve 
bank and to forfeit all rights and privileges of membership in the 
Federal Reserve System as provided in this section. 


Examination of affiliates 


In connection with examinations of State member banks, examiners 
selected or approved by the Board of Governors of the Federal Re- 
serve System shall make such examinations of the affairs of all 
affiliates of such banks as shall be necessary to disclose fully the 
relations between such banks and their affiliates and the effect of 
such relations upon the affairs of such banks. The expense of exam- 
ination of affiliates of any State member bank may, in the discretion 
of the Board of Governors of the Federal Reserve System, be assessed 
against such bank and, when so assessed, shall be paid by such bank. 
In the event of the refusal to give any information requested in the 
course of the examination of any such affiliate, or in the event of the 
refusal to permit such examination, or in the event of the refusal 
to pay any expense so assessed, the Board of Governors of the Federal 
Reserve System may, in its discretion, require any or all State mem- 
ber banks affiliated with such affiliate to surrender their stock in the 
Federal reserve bank and to forfeit all rights and privileges of mem- 
bership in the Federal Reserve System, as provided in this section. 


Nore: The provisions of law specifically referred to in section 9 and 
other provisions to which a State bank which is a member of the 
Federal Reserve System is subject are printed in the Federal Re- 
serve Act or the Appendix thereto as compiled under the direction 
of the Board of Governors of the Federal Reserve System. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regu- 

lation should be addressed to the 

Federal Reserve Bank of the district 
in which the inquiry arises. 





CONTENTS 


AUTHORITY ErOR ch EGUBATIONS tetra. eee ee adit ae hth ee neta hee 


SEC.) 1 


SEO n a 2. 


SiComi: 


SEC; 4! 


SEC, 0. 


SEC. 6. 
SEC aI: 
SEC. 8. 


SEC.aiu. 


SEC. 10: 


SEc. 11 


PSL IEEENT TIONG Reece tee a HP (SEDO Ie cick haus, Nhe Breen 


CUM CATER DAT Kites irrc errant e nr Ab vee crv ot ace te ae al theta 
(DJ AMutialesavines: DANK sein fo: eerste. oe Atta 
(Cy BORG terete eee pre ERT ons ornntay Peer ie ae see bee 
(CJR BOAT OROTEGITeCLOLS mtn tte tee eye sae at hit ercsiy Meee 
(Ge); KederdaliReservern an kestock. eae. pauets sts eters ates coat oy) eee 
( JEGADILAlsANGaCAaDILals SUOCK een teria iets ere ee eee 


HLIGIBIEITY eh bO ULE MENG S dre.cdel seat da. eat ay oucre ir iiereme. hoes aioe eee 
INSURANCECORS DEPOSITS octanttete oa cee es ene ce ee ee aie eee 


APPLICATIONS BORSULEMBERS HIP te namiet mic ninie tise tas oe oe eer ot ae 
(a) State bank, other than a mutual savings bank......... 
Co )eNMULUaAl ESA To Se Dall ic mene a enti ee eee Selec ce men oie 
(c) Mutual savings bank which is not authorized to pur- 

chase stock of Federal Reserve Bank at time of 
ACUYISSLON Matrices eas Ore eee eran he ieee Mace a tans ei tere 
(COymiG xecutionandilinowol ApDIICALION «a. ) suce ie tke ee 


PA PPROVALLOR SA. PELICATIONE Gihedes iiatrert es Seereen estonia. aie crate erere tee 
(a) Matters given special consideration by Boaid.......... 
(b) Procedure for admission to membership after approval 

OLfaD PUCALION eaten here ie Gear ces hciaaeen ea eens 


PRIVILEGES AND REQUIREMENTS OF MEMBERSHIP...........-.- 
CGOUNDITIONS OF se MEMBERSEEP ree tecrre arity ate ye ton Aeeterete ral ctet ore 


ESTABLISHMENT OR MAINTENANCE OF BRANCHES............ 
COPTIC Hal Par te tere eee te ee ee cag aa egret eRe nee. oe 
(CD) mbranchesanuthe, Unitedmstales arn. : cre dee nar eee 
(c) Application for approval of branches in United States. . 
CO ja POC ga BD EONCIOS eter tee tetin ays cena cues aren ec aera 
(e) Application for approval of foreign branches.......... 


PUBLICATION OF REPORTS OF MEMBER BANKS AND THEIR 

ACP RILT AT Raia eters ite eee ee eT meee he aCe aie teiecr ee tetas tie 
(OBR eDOLtSHOl an el DeTaDAN KS are eats tar oe ene nel 
CUNO ROLLSEO lal Lat OS meee ae ya cick so: 0 ns eatin We on aceon Poteet ate 


VOLUNTARY WITHDRAWAL FROM FEDERAL RESERVE SYSTEM.... 
ERE ETS HEHE AL oe 2, RRB END. Choe REDS MESO he heh PGs ee Mare ee 
GD JINOUICELO ANLENGION tot swith rawale saa eo ckoote aie lature ele 
(c) Time and method of effecting actual withdrawal........ 
Cop BWithara wale cbamoticesteste et ss Pie ein eleme eintehe ae 


ME DOAR DMO M Nimes tener err es ert et i Om Mun RACE Ca! Waar ees 


= > Pr me co CO ey KS monn wee 


— 
SSO Oona ep) Nn On 


— 








REGULATION H 


As amended, effective September 1, 1952 


MEMBERSHIP OF STATE BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM 


AUTHORITY FOR REGULATION 


This regulation is based upon and issued pursuant to provisions 
of section 9 of the Federal Reserve Act and related provisions 
of law. 


SECTION 1. DEFINITIONS 


For the purposes of this regulation— 

(a) The term “State bank” means any bank or trust company 
incorporated under a special or general law of a State or under 
a general law for the District of Columbia, any mutual savings 
bank (unless otherwise indicated), and any Morris Plan bank 
or other incorporated banking institution engaged in similar 
business.? 

(b) The term “mutual savings bank” means a bank without 
capital stock transacting a savings bank business, the net earn- 
ings of which inure wholly to the benefit of its depositors after 
payment of obligations for any advances by its organizers, and 
in addition thereto includes any other banking institution the cap- 
ital of which consists of weekly or other time deposits which are 
segregated from all other deposits and are regarded as capital 


stock for the purposes of taxation and the declaration of divi- 
dends. 





1Under the provisions of section 19 of the Federal Reserve Act, national banks or banks 
organized under local laws, located in Alaska or in a dependency or insular possession or any 
part of the United States outside the continental United States are not required to become 
members of the Federal Reserve System but may, with the consent of the Board, become 
members of the System. However, this Regulation H is applicable only to the admission of 
banks eligible for admission to membership under section 9 of the Federal Reserve Act and 
does not cover the admission of banks eligible under section 19 of the Act. Any bank desiring 
to be admitted to the System under the provisions of section 19 should communicate with 
the Federal Reserve Bank with which it desires to do business. 
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(c) The term “Board” means the Board of Governors of the 
Federal Reserve System. 


(d) The term “board of directors” means the governing board 
of any institution performing the usual functions of a board of 
directors. 


(e) The term “Federal Reserve Bank stock” includes the de- 
posit which may be made with a Federal Reserve Bank in lieu 
of a subscription for stock by a mutual savings bank which is 
not permitted to purchase stock in a Federal Reserve Bank, 
unless otherwise indicated. 


(f) The terms “capital” and “capital stock” mean common 
stock, preferred stock, and legally issued capital notes and deben- 
tures purchased by the Reconstruction Finance Corporation 
which may be considered capital and capital stock for purposes 
of membership in the Federal Reserve System under the provi- 
sions of section 9 of the Federal Reserve Act. 


SECTION 2. ELIGIBILITY REQUIREMENTS 


Under the terms of section 9 of the Federal Reserve Act, as 
amended, to be eligible for admission to membership in the 
Federal Reserve System— 


(1) A State bank, other than a mutual savings bank, must 
possess capital stock and surplus which, in the judgment of 
the Board, are adequate in relation to the character and 
condition of its assets and to its existing and prospective 
deposit liabilities and other corporate responsibilities: P7o- 
vided, That no bank engaged in the business of receiving 
deposits other than trust funds, which does not posssess 
capital stock and surplus in an amount equal to that which 
would be required for the establishment of a national bank- 
ing association in the place in which it is located, shall be 
admitted to membership unless it is, or has been, approved 
for deposit insurance under the Federal Deposit Insurance 
Act. 


(2) A mutual savings bank must possess surplus and 
undivided profits not less than the amount of capital required 
for the organization of a national bank in the place where 
it is situated. 


The minimum capital required for the organization of a na- 
tional bank, referred to hereinbefore in connection with the 
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capital required for admission to membership in the Federal 
Reserve System, is as follows: 


’ : ; ; Minimum 
If located in a city or town with a population— Gana 
INGULEXCeeCIN ONO JOUwInna Dltantsictie-.cres cee seceleres.sctoeeaee et $ 50,000 


Exceeding 6,000 but not exceeding 50,000 inhabitants....| 100,000 
Exceeding 50,000 inhabitants (except as stated below)|} 200,000 
In an outlying district of a city with a population 

exceeding 50,000 inhabitants; provided State law 

permits organization of State banks in such loca- 

tion with a capital of $100,000 or lesS......... eee eee 100,000 








With certain exceptions not here applicable, a national bank must 
have surplus equal to 20 per cent of its capital in order to com- 
mence business. 


SECTION 3. INSURANCE OF DEPOSITS 


Any State bank becoming a member of the Federal Reserve 
System which is engaged in the business of receiving deposits 
other than trust funds and which is not at the time an insured 
bank under the provisions of the Federal Deposit Insurance Act, 
will become an insured bank under the provisions of that Act on 
the date upon which it becomes a member of the Federal Reserve 
System.? In the case of an insured bank which is admitted to 
membership in the Federal Reserve System, the bank will con- 
tinue to be an insured bank. 


SECTION 4. APPLICATION FOR MEMBERSHIP 


(a) State bank, other than a mutual savings bank.—A State 
bank, other than a mutual savings bank, applying for member- 
ship, shall make application on Form F.R. 83A to the Board for 
an amount of capital stock in the Federal Reserve Bank of its 
district equal to six per cent of the paid-up capital stock and 
surplus of the applying institution. 





2In the case of a State bank which is engaged in the business of receiving deposits other 
than trust funds and which at the time of its admission to membership in the Federal Reserve 
System is not an insured bank, the Board is required under the provisions of sections 4 and 6 
of the Federal Deposit Insurance Act to issue a certificate to the Federal Deposit Insurance 
Corporation to the effect that the bank is a member of the Federal Reserve System and that 
consideration has been given to the financial history and condition of the bank, the adequacy 
of its capital structure, its future earnings prospects, the general character of its manage- 
ment, the convenience and needs of the community to be served by the bank, and whether 
or not its corporate powers are consistent with the purposes of the Federal Deposit Insurance 
Act. 
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(b) Mutual savings bank.—A mutual savings bank applying for 
membership shall make application on Form F.R. 83B to the 
Board for an amount of capital stock in the Federal Reserve 
Bank of its district equal to six-tenths of one per cent of its total 
deposit liabilities as shown by the most recent report of exam- 
ination of such institution preceding its admission to member- 
ship, or, if such institution be not permitted by the laws under 
which it was organized to purchase stock in a Federal Reserve 
Bank, on Form F.R. 83C, for permission to deposit with the 
Federal Reserve Bank an amount equal to the amount which 
it would have been required to pay in on account of a subscrip- 
tion to capital stock. 

(c) Mutual savings bank which is not authorized to purchase 
stock of Federal Reserve Bank at time of admission.—If a mu- 
tual savings bank be admitted to membership on the basis of a 
deposit of the required amount with the Federal Reserve Bank 
in lieu of payment upon capital stock because the laws under 
which such bank was organized do not at that time authorize 
it to purchase stock in the Federal Reserve Bank, it shall sub- 
scribe on Form F.R. 83D for the appropriate amount of stock 
in the Federal Reserve Bank whenever such laws are amended 
so as to authorize it to purchase stock in a Federal Reserve Bank.‘ 

(d) Execution and filing of application.—Each application 
made under the provisions of this section and the exhibits re- 
ferred to in the application blank shall be executed and filed, in 
duplicate, with the Federal Reserve Bank of the district in which 
the applying bank is located. 


SECTION 5. APPROVAL OF APPLICATION 


(a) Matters given special consideration by Board.—In passing 
upon an application, the following matters will be given special 
consideration. 


(1) The financial history and condition of the applying 
bank and the general character of its management; 


3The Federal Reserve Act provides that, if the laws under which any such savings bank 
was organized be not amended at the first session of the legislature following the admission 
of the savings bank to membership so as to authorize mutual savings banks to purchase 
Federal Reserve Bank stock, or if such laws be so amended and the bank fail within six 
months thereafter to purchase such stock, all of its rights and privileges as a member bank 
shall be forfeited and its membership in the Federal Reserve System shall be terminated 
in the manner prescribed in section 9 of the Federal Reserve Act. 
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(2) The adequacy of its capital structure in relation to 
the character and condition of its assets and to its existing 
and prospective deposit liabilities and other corporate re- 
sponsibilities; and its future earnings prospects; 


(8) The convenience and needs of the community to be 
served by the bank; and 


(4) Whether its corporate powers are consistent with the 
purposes of the Federal Reserve Act. 


(b) Procedure for admission to membership after approval of 
application.—If an applying bank conforms to all the require- 
ments of the Federal Reserve Act and this regulation and is 
otherwise qualified for membership, its application will be ap- 
proved subject to such conditions as may be prescribed pursuant 
to the provisions of the Federal Reserve Act. When the condi- 
tions prescribed have been accepted by the applying bank, it 
should pay to the Federal Reserve Bank of its district one-half 
of the amount of its subscription and, upon receipt of advice 
from the Federal Reserve Bank as to the required amount, one- 
half of one per cent of its paid-up subscription for each month 
from the period of the last dividend.* The remaining half of the 
bank’s subscription shall be subject to call when deemed neces- 
sary by the Board. The bank’s membership in the Federal Re- 
serve System shall become effective on the date as of which a 
certificate of stock of the Federal Reserve Bank is issued to it 
pursuant to its application for membership or, in the case of a 
mutual savings bank which is not authorized to subscribe for 
stock, on the date as of which a certificate representing the ac- 
ceptance of a deposit with the Federal Reserve Bank in place 
of a payment on account of a subscription to stock is issued to it 
pursuant to its application for membership. 


SECTION 6. PRIVILEGES AND REQUIREMENTS OF MEMBERSHIP 


Every State bank while a member of the Federal Reserve 
System— 

(a) Shall retain its full charter and statutory rights subject 
to the provisions of the Federal Reserve Act and other Acts of 
Congress applicable to member State banks, to the regulations 
of the Board made pursuant to law, and to the conditions pre- 


4In the case of a mutual savings bank which is not permitted by the laws under which it 
it was organized to purchase stock in a Federal Reserve Bank, it shall deposit with the 
Federal Reserve Bank an amount equal to the amount which it would have been required to 
pay in on account of a subscription to capital stock. 
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scribed by the Board and agreed to by such bank prior to its 
admission; 

(b) Shall enjoy all the privileges and observe all the require- 
ments of the Federal Reserve Act and other Acts of Congress 
applicable to member State banks and of the regulations of the 
Board made pursuant to law which are applicable to member 
State banks; 


(c) Shall comply at all times with any and all conditions of 
membership prescribed by the Board in connection with the ad- 
mission of such bank to membership in the Federal Reserve 
System; and 

(d) Shall not reduce its capital stock except with the prior 
consent of the Board.® 


SECTION 7. CONDITIONS OF MEMBERSHIP 


Pursuant to the authority contained in the first paragraph of 
section 9 of the Federal Reserve Act, which authorizes the Board 
to permit applying State banks to become members of the Fed- 
eral Reserve System “subject to the provisions of this Act and 
to such conditions as it may prescribe pursuant thereto,” the 
Board, except as hereinafter stated, will prescribe the following 
conditions of membership for each State bank hereafter apply- 
ing for admission to the Federal Reserve System, and, in addi- 
tion, such other conditions as may be considered necessary or 
advisable in the particular case— 


1. Such bank at all times shall conduct its business and 
exercise its powers with due regard to the safety of its de- 
positors, and, except with the permission of the Board of 
Governors of the Federal Reserve System, such bank shall 
not cause or permit any change to be made in the general 
character of its business or in the scope of the corporate 
powers exercised by it at the time of admission to member- 
ship.°® 





5This applies to capital stock of all classes and to capital notes and debentures legally 
issued and purchased by the Reconstruction Finance Corporation which, under the Federal 
Reserve Act, are considered as capital stock for purposes of membership. 


‘For many years, the Board prescribed, as standard conditions of membership, a condition 
which, in general, prohibited banks from engaging as a business in the sale of real estate 
loans to the public and certain conditions relating to the exercise of trust powers, including 
one which prohibited self-dealing in the investment of trust funds. The elimination of these 
conditions as standard conditions of membership does not reflect any change in the Board’s 
position as to the undesirability of the practices formerly prohibited by such conditions; and 
attention is called to the fact that engaging as a business in the sale of real estate loans to 
the public or failing to conduct trust business in accordance with the applicable State laws 
and sound principles of trust administration may constitute unsafe or unsound practices and 
violate condition numbered 1. 
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2. The net capital and surplus funds of such bank shall be 
adequate in relation to the character and condition of its 
assets and to its deposit liabilities and other corporate re- 
sponsibilities. 


The acquisition by a member State bank of the assets of an- 
other institution through merger, consolidation, or purchase may 
result in a change in the general character of its business or in 
the scope of its corporate powers within the meaning of condi- 
tion numbered 1, and if at any time a bank subject to such con- 
dition anticipates making any such acquisition a detailed report 
setting forth all the facts in connection with the transaction shall 
be made promptly to the Federal Reserve Bank of the district 
in which such bank is located. 

If at any time, in the light of all the circumstances, the aggre- 
gate amount of a member State bank’s net capital and surplus 
funds appears to be inadequate, the bank, within such period 
as shall be deemed by the Board to be reasonable for this pur- 
pose, shall increase the amount thereof to an amount which in 
the judgment of the Board shall be adequate in relation to the 
character and condition of its assets and to its deposit liabilities 
and other corporate responsibilities. 


SECTION 8. ESTABLISHMENT OR MAINTENANCE OF BRANCHES 


(a) In general. Every State bank which is or hereafter be- 
comes a member of the Federal Reserve System is subject to the 
provisions of section 9 of the Federal Reserve Act relating to the 
establishment and maintenance of branches’ in the United States 
or in a dependency or insular possession thereof or in a foreign 
country. Under the provisions of section 9, member State banks 
establishing and operating branches in the United States beyond 
the corporate limits of the city, town, or village in which the 
parent bank is situated must conform to the same terms, condi- 
tions, limitations, and restrictions as are applicable to the estab- 
lishment of branches by national banks under the provisions of 
section 5155 of the Revised Statutes of the United States relat- 
ing to the establishment of branches in the United States, except 
that the approval of any such branches must be obtained from 
the Board rather than from the Comptroller of the Currency. 


7Section 5155 of the Revised Statutes of the United States provides that: ‘‘(f) The term 
‘branch’ as used in this section shall be held to include any branch bank, branch office, branch 
agency, additional office, or any branch place of business located in any State or territory 
of the United States or in the District of Columbia at which deposits are received, or checks 
paid, or money lent.’’ 
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The approval of the Board must likewise be obtained before any 
member State bank establishes any branch after July 15, 1952, 
within the corporate limits of the city, town, or village in which 
the parent bank is situated (except within the District of Co- 
lumbia). Under the provisions of section 9, member State banks 
establishing and operating branches in a dependency or insular 
possession of the United States or in a foreign country must 
conform to the terms, conditions, limitations, and restrictions 
contained in section 25 of the Federal Reserve Act relating to the 
establishment by national banks of branches in such places. 





(6) Branches in the United States.— 


1. Before a member State bank establishes a branch (ex- 
cept within the District of Columbia), it must obtain the 
approval of the Board. 

2. Before any nonmember State bank having a branch or 
branches established after February 25, 1927, beyond the 
corporate limits of the city, town, or village in which the 
bank is situated is admitted to membership in the Federal 
Reserve System, it must obtain the approval of the Board 
for the retention of such branches. 

3. A member State bank located in a State which by 
statute law permits the maintenance of branches within 
county or greater limits may, with the approval of the Board, 
establish and operate, without regard to the capital require- 
ments of section 5155 of the Revised Statutes, a seasonal 
agency in any resort community within the limits of the 
county in which the main office of such bank is located for 
the purpose of receiving and paying out deposits, issuing 
and cashing checks and drafts, and doing business incident 
thereto, if no bank is located and doing business in the place 
where the proposed agency is to be located; and any permit 
issued for the establishment of such an agency shall be 
revoked upon the opening of a State or national bank in the 
community where the agency is located. 

4, Except as stated in the immediately preceding para- 
graph, in order for a member State bank to establish a 
branch beyond the corporate limits of the city, town, or 
village in which it is situated, the aggregate capital stock 
of the member State bank and its branches shall at no time 
be less than the aggregate minimum capital stock required 
by law for the establishment of an equal number of national 
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banking associations situated in the various places where 
such member State bank and its branches are situated.® 


5. A member State bank may not establish a branch be- 
yond the corporate limits of the city, town, or village in 
which it is situated unless such establishment and operation 
are at the time authorized to State banks by the statute 
law of the State in question by language specifically granting 
such authority affirmatively and not merely by implication 
or recognition. 


6. Any member State bank which, on February 25, 1927, 
had established and was actually operating a branch or 
branches in conformity with the State law is permitted to 
retain and operate the same while remaining a member of 
the Federal Reserve System, regardless of the location of 
such branch or branches. 


7. The removal of a branch of a member State bank from 
one town to another town constitutes the establishment of a 
branch in such other town and, accordingly, requires the 
approval of the Board. The removal of a branch of a member 
State bank from one location in a town to another location 
in the same town will require the approval of the Board if 
the circumstances of the removal are such that the effect 
thereof is to constitute the establishment of a new branch 
as distinguished from the mere relocation of an existing 
branch in the immediate neighborhood without affecting the 
nature of its busines or customers served. 


(c) Application for approval of branches in United States.— 
Any member State bank desiring to establish a branch should 
submit a request for the approval by the Board of any such 
branch to the Federal Reserve Bank of the district in which the 
bank is located. Any nonmember State bank applying for mem- 
bership and desiring to retain any branch established after Feb- 
ruary 25, 1927, beyond the corporate limits of the city, town, 
or village in which the bank is situated should submit a similar 
request. Any such request should be accompanied by advice as 
to the scope of the functions and the character of the business 


s’The requirement of this paragraph is met if the aggregate capital stock of a member 
State bank having branches is not less than the total amount of capital stock which would 
be required for the establishment of one national bank in each of the places in which the 
head office and branches of the member State bank are located, irrespective of the number of 
offices which the bank may have in any such place. There are no additional capital require- 
ments for additional branches within the city, town, or village in which the head office is 
located. 


10 REGULATION H 


which are or will be performed by the branch and detailed in- 
formation regarding the policy followed or proposed to be fol- 
lowed with reference to supervision of the branch by the head 
office; and the bank may be required in any case to furnish 
additional information which will be helpful to the Board in 
determining whether to approve such request. 


(d) Foreign branches.—Before a member State bank estab- 
lishes a branch in a foreign country, or dependency or insular 
possession of the United States, it must have a capital and sur- 
plus of $1,000,000 or more and obtain the approval of the Board. 


(e) Application for approval of foreign branches.—Any mem- 
ber State bank desiring to establish such a branch and any non- 
member State bank applying for membership and desiring to 
retain any such branch established after February 25, 1927, 
should submit a request for the approval by the Board of any 
such branch to the Federal Reserve Bank of the district in which 
the bank is located. Any such request should be accompanied by 
advice as to the scope of the functions and the character of the 
business which are or will be performed by the branch and de- 
tailed information regarding the policy followed or proposed to 
be followed with reference to supervision of the branch by the 
head office; and the bank may be required in any case to furnish 
additional information which will be helpful to the Board in 
determining whether to approve such request. 


SECTION 9. PUBLICATION OF REPORTS OF MEMBER BANKS 
AND THEIR AFFILIATES9 


(a) Reports of member banks.—Each report of condition made 
by a member State bank, which is required to be made to the 
Federal Reserve Bank of its district as of call dates fixed by the 
Board of Governors of the Federal Reserve System, shall be 
published by such member bank within twenty days from the 
date the call therefor is issued. 

The report shall be printed in a newspaper published in the 
place where the bank is located or, if there be no newspaper 


°Under the provisions of section 9 of the Federal Reserve Act, reports of condition of 
member State banks which, under that section, must be made to the respective Federal 
Reserve Banks on call dates fixed by the Board of Governors of the Federal Reserve System 
“shall be published by the reporting banks in such manner and in accordance with such 
regulations as the said Board may prescribe’. 

Section 9 also provides that the reports of affiliates of a member State bank which are 
required by that section to be furnished to the respective Federal Reserve Banks ‘‘shall be 
published by the bank under the same conditions as govern its own condition reports”. The 
term ‘“‘affiliates’’, as used in this provision of section 9, under the express terms of that 
section, includes ‘‘holding company affiliates as well as other affiliates’’, but a member State 
vaeisl: is not required to furnish to a Federal Reserve Bank the report of an affiliated member 

ank, 








r)) 


REGULATION H 11 


published in the place where the bank is located, then in a news- 
paper published in the same or in an adjoining county and in 
general circulation in the place where the bank is located. The 
term “newspaper”, for the purpose of this regulation, means a 
publication with a general circulation published not less fre- 
quently than once a week, one of the primary functions of which 
is the dissemination of news of general interest. 

The copy of the report for the use of the printer for publication 
should be prepared on the form supplied or authorized for the 
purpose by the Federal Reserve Bank. The published information 
shall agree in every respect with that shown on the face of the 
condition report rendered to the Federal Reserve Bank, except 
that any item for which no amount is reported may be omitted 
in the published statement. All signatures shall be the same in 
the published statement as in the original report submitted to 
the Federal Reserve Bank, but the signatures may be typewritten 
or otherwise copied on the report for publication. 

A copy of the printed report shall be submitted to the Federal 
Reserve Bank attached to the certificate on the form supplied 
or authorized for the purpose by the Federal Reserve Bank. 

(b) Reports of affiliates..°.—Each report of an affiliate of a 
member State bank, including a holding company affiliate, shall 
be published at the same time and in the same newspaper as the 
affiliated bank’s own condition report submitted to the Federal 
Reserve Bank, unless an extension of time for submission of the 
report of the affiliate has been granted under authority of the 
Board of Governors of the Federal Reserve System. When such 
extension of time has been granted, the report of the affiliate 
must be submitted and published before the expiration of such 
extended period in the same newspaper as the condition report 
of the bank was published. 

The copy of the report for the use of the printer for publication 
should be prepared on Form F.R. 220a. The published information 
shall agree in every respect with that shown on the face of the 
report of the affiliate furnished to the Federal Reserve Bank by 
the affiliated member bank, except that any item appearing under 


WSection 21 of the Federal Reserve Act, among other things, provides as follows: ‘‘When- 
ever member banks are required to obtain reports from affiliates, or whenever affiliates of 
member banks are required to submit to examination, the Board of Governors of the Federal 
Reserve System or the Comptroller of the Currency, as the case may be, may waive such 
requirements with respect to any such report or examination of any affiliate if in the judg- 
ment of the said Board or Comptroller, respectively, such report or examination is not 
necessary to disclose fully the relations between such affiliate and such bank and the effect 
thereof upon the affairs of such bank.’ Therefore, of course, in any case where the Board 
of Governors waives the filing of a report of an affiliate of a member State bank, no publica- 
tion of a report of such affiliate is required. 
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the caption “Financial relations with bank” against which the 
word “none”? appears on the report furnished to the Federal 
Reserve Bank may be omitted in the published statement of the 
affiliate, provided that if the word ‘‘none” is shown against all 
of the items appearing under such caption in the report furnished 
to the Federal Reserve Bank the caption ‘Financial relations 
with bank” shall appear in the published statement followed by 
the word “none.” All signatures shall be the same in the published 
statement as in the original report submitted to the Federal 
Reserve Bank, but the signatures may be typewritten or other- 
wise copied on the report for publication. 

A copy of the printed report shall be submitted to the Federal 
Reserve Bank attached to the certificate on Form F.R. 220a. 


SECTION 10.. VOLUNTARY WITHDRAWAL FROM FEDERAL RESERVE SYSTEM 


(a) General.—Any state bank desiring to withdraw from mem- 
bership in a Federal Reserve Bank may do so after six months’ 
written notice has been filed with the Board;'! and the Board, 
in its discretion, may waive such six months’ notice in any in- 
dividual case and may permit such bank to withdraw from mem- 
bership in a Federal Reserve Bank, subject to such conditions 
as the Board may prescribe, prior to the expiration of six months 
from the date of the written notice of its intention to withdraw. 


(b) Notice of intention of withdrawal.—Any State bank de- 
siring to withdraw from membership in a Federal Reserve Bank 
should signify its intention to do so, with the reasons therefor, 
in a letter addressed to the.Board and mailed to the Federal 
Reserve Bank of which such bank is a member. Any such bank 
desiring to withdraw from membership prior to the expiration 
of six months from the date of written notice of its intention 
to withdraw should so state in the letter signifying its intention 
to withdraw and should state the reason for its desire to with- 
draw prior to the expiration of six months. 


Every notice of intention of a bank to withdraw from mem- 
bership in the Federal Reserve System and every application for 
the waiver of such notice should be accompanied by a certified 
copy of a resolution duly adopted by the board of directors of 
such bank authorizing the withdrawal of such bank from mem- 


11Under specific provisions of section 9 of the Federal Reserve Act, however, no Federal 
Reserve Bank shall, except upon express authority of the Board, cancel within the same 
calendar year more than twenty-five per cent of its capital stock for the purpose of effecting 
voluntary withdrawals during that year. All applications for voluntary withdrawals are 
required by the law to be dealt with in the order in which they are filed with the Board. 
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bership in the Federal Reserve System and authorizing a certain 
officer or certain officers of such bank to file such notice or ap- 
plication, to surrender for cancellation the Federal Reserve Bank 
stock held by such bank, to receive and receipt for any moneys 
or other property due to such bank from the Federal Reserve 
Bank and to do such other things as may be necessary to effect 
the withdrawal of such bank from membership in the Federal 
Reserve System. 

Notice of intention to withdraw or application for waiver of 
six months’ notice of intention to withdraw by any bank: which 
is in the hands of a conservator or other State official acting in 
a capacity similar to that of a conservator should be accompanied 
by advice from the conservator or other such State official that he 
joins in such notice or application. 


(c) Time and method of effecting actual withdrawal.—Upon 
the expiration of six months after notice of intention to with- 
draw or upon the waiving of such six months’ notice by the 
Board, such bank may surrender its stock and its certificate of 
membership to the Federal Reserve Bank and request that same 
be canceled and that all amounts due to it from the Federal 
Reserve Bank be refunded.'? Unless withdrawal is thus effected 
within eight months after notice of intention to withdraw is first 
given, or unless the bank requests and the Board grants an ex- 
tension of time, such bank will be presumed to have abandoned 
its intention of withdrawing from membership and will not be 
permitted to withdraw without again giving six months’ written 
notice or obtaining the waiver of such notice. 


(d) Withdrawal of notice.—Any bank which has given notice 
of its intention to withdraw from membership in a Federal Re- 
serve Bank may withdraw such notice at any time before its 


2A bank’s withdrawal from membership in the Federal Reserve System is effective on the 
date on which the Federal Reserve Bank stock held by it is duly canceled. Until such stock 
has been canceled, such bank remains a member of the Federal Reserve System, is entitled 
to all the privileges of membership, and is required to comply with all provisions of law 
and all regulations of the Board pertaining to member banks and with all conditions of 
membership applicable to it. Upon the cancellation of such stock, all rights and privileges of 
such bank as a member bank shall terminate. 

Upon the cancellation of such stock, and after due provision has been made for any 
indebtedness due or to become due to the Federal Reserve Bank, such bank shall be entitled 
to a refund of its cash paid subscription with interest at the rate of one-half of one per cent 
per month from the date of last dividend, the amount refunded in no event to exceed the 
book value of the stock at that time, and shall likewise be entitled to the repayment of 
deposits and of any other balance due from the Federal Reserve Bank. 
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stock has been canceled and upon doing so may remain a member 
of the Federal Reserve System. The notice rescinding the former 
notice should be accompanied by a certified copy of an appropriate 
resolution duly adopted by the board of directors of the bank. 


SECTION 11. BOARD FORMS 
All forms referred to in this regulation and all such forms as 
they may be amended from time to time shall be a part of this 
regulation. 
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This Regulation as printed herewith is in the 
form as amended, effective September 1, 1952. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regu- 

lation should be addressed to the 

Federal Reserve Bank of the district 
in which the inquiry arises. 
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REGULATION H 


As amended, effective September 1, 1952 


MEMBERSHIP OF STATE BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM 


AUTHORITY FOR REGULATION 


This regulation is based upon and issued pursuant to provisions 
of section 9 of the Federal Reserve Act and related provisions 
of law. 


SECTION 1. DEFINITIONS 


For the purposes of this regulation— 

(a) The term “State bank” means any bank or trust company 
incorporated under a special or general law of a State or under 
a general law for the District of Columbia, any mutual savings 
bank (unless otherwise indicated), and any Morris Plan bank 
or other incorporated banking institution engaged in similar 
business.' 

(b) The term “mutual savings bank” means a bank without 
capital stock transacting a savings bank business, the net earn- 
ings of which inure wholly to the benefit of its depositors after 
payment of obligations for any advances by its organizers, and 
in addition thereto includes any other banking institution the cap- 
ital of which consists of weekly or other time deposits which are 
segregated from all other deposits and are regarded as capital 
stock for the purposes of taxation and the declaration of divi- 
dends. 








1Under the provisions of section 19 of the Federal Reserve Act, national banks or banks 
organized under local laws, located in Alaska or in a dependency or insular possession or any 
part of the United States outside the continental United States are not required to become 
members of the Federal Reserve System but may, with the consent of the Board, become 
members of the System. However, this Regulation H is applicable only to the admission of 
banks eligible for admission to membership under section 9 of the Federal Reserve Act and 
does not cover the admission of banks eligible under section 19 of the Act. Any bank desiring 
to be admitted to the System under the provisions of section 19 should communicate with 
the Federal Reserve Bank with which it desires to do business. 
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(c) The term “Board” means the Board of Governors of the 
Federal Reserve System. 


(d@) The term “board of directors” means the governing board 
of any institution performing the usual functions of a board of 
directors. 


(e) The term “Federal Reserve Bank stock” includes the de- 
posit which may be made with a Federal Reserve Bank in lieu 
of a subscription for stock by a mutual savings bank which is 
not permitted to purchase stock in a Federal Reserve Bank, 
unless otherwise indicated. 


(7) The terms “capital” and “capital stock” mean common 
stock, preferred stock, and legally issued capital notes and deben- 
tures purchased by the Reconstruction Finance Corporation 
which may be considered capital and capital stock for purposes 
of membership in the Federal Reserve System under the provi- 
sions of section 9 of the Federal Reserve Act. 


SECTION 2. ELIGIBILITY REQUIREMENTS 


Under the terms of section 9 of the Federal Reserve Act, as 
amended, to be eligible for admission to membership in the 
Federal Reserve System— 


(1) A State bank, other than a mutual savings bank, must 
possess capital stock and surplus which, in the judgment of 
the Board, are adequate in relation to the character and 
condition of its assets and to its existing and prospective 
deposit liabilities and other corporate responsibilities: Pro- 
vided, That no bank engaged in the business of receiving 
deposits other than trust funds, which does not posssess 
capital stock and surplus in an amount equal to that which 
would be required for the establishment of a national] bank- 
ing association in the place in which it is located, shall be 
admitted to membership unless it is, or has been, approved 
for deposit insurance under the Federal Deposit Insurance 
Act. 


(2) A mutual savings bank must possess surplus and 
undivided profits not less than the amount of capital required 
for the organization of a national bank in the place where 
it is situated. 


The minimum capital required for the organization of a na- 
tional bank, referred to hereinbefore in connection with the 
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capital required for admission to membership in the Federal 
Reserve System, is as follows: 


If located in a city or town with a population— P Capital, 
Notexccedinm6. 000, dina DiILANtS..fo.2. cones teceec terse seatasee ut | $ 50,000 


Exceeding 6,000 but not exceeding 50,000 inhabitants....| 100,000 
Exceeding 50,000 inhabitants (except as stated below) 200,000 
In an outlying district of a city with a population 

exceeding 50,000 inhabitants; provided State law 

permits organization of State banks in such loca- 

tion with a capital of $100,000 or leSs.....cececeeeeseeeee. ' 100,000 





With certain exceptions not here applicable, a national bank must 
have surplus equal to 20 per cent of its capital in order to com- 
mence business. 


SECTION 3. INSURANCE OF DEPOSITS 


Any State bank becoming a member of the Federal Reserve 
System which is engaged in the business of receiving deposits 
other than trust funds and which is not at the time an insured 
bank under the provisions of the Federal Deposit Insurance Act, 
will become an insured bank under the provisions of that Act on 
the date upon which it becomes a member of the Federal Reserve 
System.? In the case of an insured bank which is admitted to 
membership in the Federal Reserve System, the bank will con- 
tinue to be an insured bank. 


SECTION 4. APPLICATION FOR MEMBERSHIP 


(a) State bank, other than a mutual savings bank.—A State 
bank, other than a mutual savings bank, applying for member- 
ship, shall make application on Form F.R. 83A to the Board for 
an amount of capital stock in the Federal Reserve Bank of its 
district equal to six per cent of the paid-up capital stock and 
surplus of the applying institution. 


2In the case of a State bank which is engaged in the business of receiving deposits other 
than trust funds and which at the time of its admission to membership in the Federal Reserve 
System is not an insured bank, the Board is required under the provisions of sections 4 and 6 
of the Federal Deposit Insurance Act to issue a certificate to the Federal Deposit Insurance 
Corporation to the effect that the bank is a member of the Federal Reserve System and that 
consideration has been given to the financial history and condition of the bank, the adequacy 
of its capital structure, its future earnings prospects, the general character of its manage- 
ment. the convenience and needs of the community to be served by the bank, and whether 
or not its corporate powers are consistent with the purposes of the Federal Deposit Insurance 
Act. 
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(b) Mutual savings bank.—A mutual savings bank applying for 
membership shall make application on Form F.R. 83B to the 
Board for an amount of capital stock in the Federal Reserve 
Bank of its district equal to six-tenths of one per cent of its total 
deposit liabilities as shown by the most recent report of exam- 
ination of such institution preceding its admission to member- 
ship, or, if such institution be not permitted by the laws under 
which it was organized to purchase stock in a Federal Reserve 
Bank, on Form F.R. 83C, for permission to deposit with the 
Federal Reserve Bank an amount equal to the amount which 
it would have been required to pay in on account of a subscrip- 
tion to capital stock. 

(c) Mutual savings bank which is not authorized to purchase 
stock of Federal Reserve Bank at time of admission.—If a mu- 
tual savings bank be admitted to membership on the basis of a 
deposit of the required amount with the Federal Reserve Bank 
in lieu of payment upon capital stock because the laws under 
which such bank was organized do not at that time authorize 
it to purchase stock in the Federal Reserve Bank, it shall sub- 
scribe on Form F.R. 83D for the appropriate amount of stock 
in the Federal Reserve Bank whenever such laws are amended 
so as to authorize it to purchase stock in a Federal Reserve Bank.’ 

(d) Execution and filing of application—Each application 
made under the provisions of this section and the exhibits re- 
ferred to in the application blank shall be executed and filed, in 
duplicate, with the Federal Reserve Bank of the district in which 
the applying bank is located. 


SECTION 5. APPROVAL OF APPLICATION 


(a) Matters given special consideration by Board.—lIn passing 
upon an application, the following matters will be given special 
consideration. 


(1) The financial history and condition of the applying 
bank and the general character of its management; 


2The Federal Reserve Act provides that, if the laws under which any such savings bank 
was organized be not amended at the first session of the legislature following the admission 
of the savings bank to membership so as to authorize mutual savings banks to purchase 
Federal Reserve Bank stock, or if such laws be so amended and the bank fail within six 
months thereafter to purchase such stock, all of its rights and privileges as a member bank 
shall be forfeited and its membership in the Federal Reserve System shall be terminated 
in the manner prescribed in section 9 of the Federal Reserve Act. 
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(2) The adequacy of its capital structure in relation to 
the character and condition of its assets and to its existing 
and prospective deposit liabilities and other corporate re- 
sponsibilities; and its future earnings prospects; 


(3) The convenience and needs of the community to be 
served by the bank; and 


(4) Whether its corporate powers are consistent with the 
purposes of the Federal Reserve Act. 


(b) Procedure for admission to membership after approval of 
application.—If an applying bank conforms to all the require- 
ments of the Federal Reserve Act and this regulation and is 
otherwise qualified for membership, its application will be ap- 
proved subject to such conditions as may be prescribed pursuant 
to the provisions of the Federal Reserve Act. When the condi- 
tions prescribed have been accepted by the applying bank, it 
should pay to the Federal Reserve Bank of its district one-half 
of the amount of its subscription and, upon receipt of advice 
from the Federal Reserve Bank as to the required amount, one- 
half of one per cent of its paid-up subscription for each month 
from the period of the last dividend. The remaining half of the 
bank’s subscription shall be subject to call when deemed neces- 
sary by the Board. The bank’s membership in the Federal Re- 
serve System shall become effective on the date as of which a 
certificate of stock of the Federal Reserve Bank is issued to it 
pursuant to its application for membership or, in the case of a 
mutual savings bank which is not authorized to subscribe for 
stock, on the date as of which a certificate representing the ac- 
ceptance of a deposit with the Federal Reserve Bank in place 
of a payment on account of a subscription to stock is issued to it 
pursuant to its application for membership. 


SECTION 6. PRIVILEGES AND REQUIREMENTS OF MEMBERSHIP 


Every State bank while a member of the Federal Reserve 
System— 

(a) Shall retain its full charter and statutory rights subject 
to the provisions of the Federal Reserve Act and other Acts of 
Congress applicable to member State banks, to the regulations 
of the Board made pursuant to law, and to the conditions pre- 


4In the case of a mutual savings bank which is not permitted by the laws under which it 
it was organized to purchase stock in a Federal Reserve Bank, it shall deposit with the 
Federal Reserve Bank an amount equal to the amount which it would have been required to 
pay in on account of a subscription to capital stock. 
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scribed by the Board and agreed to by such bank prior to its 
admission; 

(b) Shall enjoy all the privileges and observe all the require- 
ments of the Federal Reserve Act and other Acts of Congress 
applicable to member State banks and of the regulations of the 
Board made pursuant to law which are applicable to member 
State banks; 


(c) Shall comply at all times with any and all conditions of 
membership prescribed by the Board in connection with the ad- 
mission of such bank to membership in the Federal Reserve 
System; and 


(d) Shall not reduce its capital stock except with the prior 
consent of the Board.® 


SECTION 7. CONDITIONS OF MEMBERSHIP 


Pursuant to the authority contained in the first paragraph of 
section 9 of the Federal Reserve Act, which authorizes the Board 
to permit applying State banks to become members of the Fed- 
eral Reserve System “subject to the provisions of this Act and 
to such conditions as it may prescribe pursuant thereto,” the 
Board, except as hereinafter stated, will prescribe the following 
conditions of membership for each State bank hereafter apply- 
ing for admission to the Federal Reserve System, and, in addi- 
tion, such other conditions as may be considered necessary or 
advisable in the particular case— 


1. Such bank at all times shall conduct its business and 
exercise its powers with due regard to the safety of its de- 
positors, and, except with the permission of the Board of 
Governors of the Federal Reserve System, such bank shall 
not cause or permit any change to be made in the general 
character of its business or in the scope of the corporate 
powers exercised by it at the time of admission to member- 
ship.°® 


5This applies to capital stock of all classes and to capital notes and debentures legally 
issued and purchased by the Reconstruction Finance Corporation which, under the Federal 
Reserve Act, are considered as capital stock for purposes of membership. 


‘For many years, the Board prescribed, as standard conditions of membership, a condition 
which, in general, prohibited banks from engaging as a business in the sale of real estate 
loans to the public and certain conditions relating to the exercise of trust powers, including 
one which prohibited self-dealing in the investment of trust funds. The elimination of these 
conditions as standard conditions of membership does not reflect any change in the Board’s 
position as to the undesirability of the practices formerly prohibited by such conditions; and 
attention is called to the fact that engaging as a business in the sale of real estate loans to 
the public or failing to conduct trust business in accordance with the applicable State laws 
and sound principles of trust administration may constitute unsafe or unsound practices and 
violate condition numbered 1. 
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2. The net capital and surplus funds of such bank shall be 
adequate in relation to the character and condition of its 
assets and to its deposit liabilities and other corporate re- 
sponsibilities. 


The acquisition by a member State bank of the assets of an- 
other institution through merger, consolidation, or purchase may 
result in a change in the general character of its business or in 
the scope of its corporate powers within the meaning of condi- 
tion numbered 1, and if at any time a bank subject to such con- 
dition anticipates making any such acquisition a detailed report 
setting forth all the facts in connection with the transaction shall 
be made promptly to the Federal Reserve Bank of the district 
in which such bank is located. 

If at any time, in the light of all the circumstances, the aggre- 
gate amount of a member State bank’s net capital and surplus 
funds appears to be inadequate, the bank, within such period 
as shall be deemed by the Board to be reasonable for this pur- 
pose, shall increase the amount thereof to an amount which in 
the judgment of the Board shall be adequate in relation to the 
character and condition of its assets and to its deposit liabilities 
and other corporate responsibilities. 


SECTION 8. ESTABLISHMENT OR MAINTENANCE OF BRANCHES 


(a) In general. Every State bank which is or hereafter be- 
comes a member of the Federal Reserve System is subject to the 
provisions of section 9 of the Federal Reserve Act relating to the 
establishment and maintenance of branches’ in the United States 
or in a dependency or insular possession thereof or in a foreign 
country. Under the provisions of section 9, member State banks 
establishing and operating branches in the United States beyond 
the corporate limits of the city, town, or village in which the 
parent bank is situated must conform to the same terms, condi- 
tions, limitations, and restrictions as are applicable to the estab- 
lishment of branches by national banks under the provisions of 
section 5155 of the Revised Statutes of the United States relat- 
ing to the establishment of branches in the United States, except 
that the approval of any such branches must be obtained from 
the Board rather than from the Comptroller of the Currency. 


TSection 5155 of the Revised Statutes of the United States provides that: ‘‘(f) The term 
‘branch’ as used in this section shall be held to include any branch bank, branch office, branch 
agency, additional office, or any branch place of business located in any State or territory 
of the United States or in the District of Columbia at which deposits are received, or checks 
paid, or money lent.’’ 
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The approval of the Board must likewise be obtained before any 
member State bank establishes any branch after July 15, 1952, 
within the corporate limits of the city, town, or village in which 
the parent bank is situated (except within the District of Co- 
lumbia). Under the provisions of section 9, member State banks 
establishing and operating branches in a dependency or insular 
possession of the United States or in a foreign country must 
conform to the terms, conditions, limitations, and restrictions 
contained in section 25 of the Federal Reserve Act relating to the 
establishment by national banks of branches in such places. 


(b) Branches in the United States.— 


1. Before a member State bank establishes a branch (ex- 
cept within the District of Columbia), it must obtain the 
approval of the Board. 

2. Before any nonmember State bank having a branch or 
branches established after February 25, 1927, beyond the 
corporate limits of the city, town, or village in which the 
bank is situated is admitted to membership in the Federal 
Reserve System, it must obtain the approval of the Board 
for the retention of such branches. 

3. A member State bank located in a State which by 
statute law permits the maintenance of branches within 
county or greater limits may, with the approval of the Board, 
establish and operate, without regard to the capital require- 
ments of section 5155 of the Revised Statutes, a seasonal 
agency in any resort community within the limits of the 
county in which the main office of such bank is located for 
the purpose of receiving and paying out deposits, issuing 
and cashing checks and drafts, and doing business incident 
thereto, if no bank is located and doing business in the place 
where the proposed agency is to be located; and any permit 
issued for the establishment of such an agency shall be 
revoked upon the opening of a State or national bank in the 
community where the agency is located. 

4. Except as stated in the immediately preceding para- 
graph, in order for a member State bank to establish a 
branch beyond the corporate limits of the city, town, or 
village in which it is situated, the aggregate capital stock 
of the member State bank and its branches shall at no time 
be less than the aggregate minimum capital stock required 
by law for the establishment of an equal number of national 
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banking associations situated in the various places where 
such member State bank and its branches are situated.® 


5. A member State bank may not establish a branch be- 
yond the corporate limits of the city, town, or village in 
which it is situated unless such establishment and operation 
are at the time authorized to State banks by the statute 
law of the State in question by language specifically granting 
such authority affirmatively and not merely by implication 
or recognition. 


6. Any member State bank which, on February 25, 1927, 
had established and was actually operating a branch or 
branches in conformity with the State law is permitted to 
retain and operate the same while remaining a member of 
the Federal Reserve System, regardless of the location of 
such branch or branches. 


7. The removal of a branch of a member State bank from 
one town to another town constitutes the establishment of a 
branch in such other town and, accordingly, requires the 
approval of the Board. The removal of a branch of a member 
State bank from one location in a town to another location 
in the same town will require the approval of the Board if 
the circumstances of the removal are such that the effect 
thereof is to constitute the establishment of a new branch 
as distinguished from the mere relocation of an existing 
branch in the immediate neighborhood without affecting the 
nature of its busines or customers served. 


(c) Application for approval of branches in United States.— 
Any member State bank desiring to establish a branch should 
submit a request for the approval by the Board of any such 
branch to the Federal Reserve Bank of the district in which the 
bank is located. Any nonmember State bank applying for mem- 
bership and desiring to retain any branch established after Feb- 
ruary 25, 1927, beyond the corporate limits of the city, town, 
or village in which the bank is situated should submit a similar 
request. Any such request should be accompanied by advice as 
to the scope of the functions and the character of the business 





‘The requirement of this paragraph is met if the aggregate capital stock of a member 
State bank having branches is not less than the total amount of capital stock which would 
be required for the establishment of one national bank in each of the places in which the 
head office and branches of the member State bank are located, irrespective of the number of 
offices which the bank may have in any such place. There are no additional capital require- 
ments for additional branches within the city, town, or village in which the head office is 
located. 
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which are or will be performed by the branch and detailed in- 
formation regarding the policy followed or proposed to be fol- 
lowed with reference to supervision of the branch by the head 
office; and the bank may be required in any case to furnish 
additional information which will be helpful to the Board in 
determining whether to approve such request. 


(d) Foreign branches.—Before a member State bank estab- 
lishes a branch in a foreign country, or dependency or insular 
possession of the United States, it must have a capital and sur- 
plus of $1,000,000 or more and obtain the approval of the Board. 


(e) Application for approval of foreign branches.—Any mem- 
ber State bank desiring to establish such a branch and any non- 
member State bank applying for membership and desiring to 
retain any such branch established after February 25, 1927, 
should submit a request for the approval by the Board of any 
such branch to the Federal Reserve Bank of the district in which 
the bank is located. Any such request should be accompanied by 
advice as to the scope of the functions and the character of the 
business which are or will be performed by. the branch and de- 
tailed information regarding the policy followed or proposed to 
be followed with reference to supervision of the branch by the 
head office; and the bank may be required in any case to furnish 
additional information which will be helpful to the Board in 
determining whether to approve such request. 


SECTION 9. PUBLICATION OF REPORTS OF MEMBER BANKS 
AND THEIR AFFILIATES9 


(a) Reports of member banks.—Each report of condition made 
by a member State bank, which is required to be made to the 
Federal Reserve Bank of its district as of call dates fixed by the 
Board of Governors of the Federal Reserve System, shall be 
published by such member bank within twenty days from the 
date the call therefor is issued. 

The report shall be printed in a newspaper published in the 
place where the bank is located or, if there be no newspaper 


®Under the provisions of section 9 of the Federal Reserve Act, reports of condition of 
member State banks which, under that section, must be made to the respective Federal 
Reserve Banks on call dates fixed by the Board of Governors of the Federal Reserve System 
‘‘shall be published by the reporting banks in such manner and in accordance with such 
regulations as the said Board may prescribe’’. 

Section 9 also provides that the reports of affiliates of a member State bank which are 
required by that section to be furnished to the respective Federal Reserve Banks ‘‘shall be 
published by the bank under the same conditions as govern its own condition reports’’. The 
term “‘affiliates’’, as used in this provision of section 9, under the express terms of that 
section, includes ‘“‘holding company affiliates as well as other affiliates’, but a member State 
bene is not required to furnish to a Federal Reserve Bank the report of an affiliated member 

ank, 
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published in the place where the bank is located, then in a news- 
paper published in the same or in an adjoining county and in 
general circulation in the place where the bank is located. The 
term “newspaper’’, for the purpose of this regulation, means a 
publication with a general circulation published not less fre- 
quently than once a week, one of the primary functions of which 
is the dissemination of news of general interest. 

The copy of the report for the use of the printer for publication 
should be prepared on the form supplied or authorized for the 
purpose by the Federal Reserve Bank. The published information 
shall agree in every respect with that shown on the face of the 
condition report rendered to the Federal Reserve Bank, except 
that any item for which no amount is reported may be omitted 
in the published statement. All signatures shall be the same in 
the published statement as in the original report submitted to 
the Federal Reserve Bank, but the signatures may be typewritten 
or otherwise copied on the report for publication. 

A copy of the printed report shall be submitted to the Federal 
Reserve Bank attached to the certificate on the form supplied 
or authorized for the purpose by the Federal Reserve Bank. 

(b) Reports of affiliates..°—Each report of an affiliate of a 
member State bank, including a holding company affiliate, shall 
be published at the same time and in the same newspaper as the 
affiliated bank’s own condition report submitted to the Federal 
Reserve Bank, unless an extension of time for submission of the 
report of the affiliate has been granted under authority of the 
Board of Governors of the Federal Reserve System. When such 
extension of time has been granted, the report of the affiliate 
must be submitted and published before the expiration of such 
extended period in the same newspaper as the condition report 
of the bank was published. 

The copy of the report for the use of the printer for publication 
should be prepared on Form F.R. 220a. The published information 
shall agree in every respect with that shown on the face of the 
report of the affiliate furnished to the Federal Reserve Bank by 
the affiliated member bank, except that any item appearing under 


WSection 21 of the Federal Reserve Act, among other things, provides as follows: ‘‘When- 
ever member banks are required to obtain reports from affiliates, or whenever affiliates of 
member banks are required to submit to examination, the Board of Governors of the Federal 
Reserve System or the Comptroller of the Currency, as the case may be, may waive such 
requirements with respect to any such report oi examination of any affiliate if in the judg- 
ment of the said Board or Comptroller, respectively, such report or examination is not 
necessary to disclose fully the relations between such affiliate and such bank and the effect 
thereof upon the affairs of such bank.’ Therefore, of course, in any case where the Board 
of Governors waives the filing of a report of an affiliate of a member State bank, no publica- 
tion of a report of such affiliate is required. 
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the caption “Financial relations with bank” against which the 
word “none” appears on the report furnished to the Federal 
Reserve Bank may be omitted in the published statement of the 
affiliate, provided that if the word “none” is shown against all 
of the items appearing under such caption in the report furnished 
to the Federal Reserve Bank the caption “Financial relations 
with bank” shall appear in the published statement followed by 
the word “none.” All signatures shall be the same in the published 
statement as in the original report submitted to the Federal 
Reserve Bank, but the signatures may be typewritten or other- 
wise copied on the report for publication. 

A copy of the printed report shall be submitted to the Federal 
Reserve Bank attached to the certificate on Form F.R. 220a. 


SECTION 10.. VOLUNTARY WITHDRAWAL FROM FEDERAL RESERVE SYSTEM 


(a) General.—Any state bank desiring to withdraw from mem- 
bership in a Federal Reserve Bank may do so after six months’ 
written notice has been filed with the Board;'! and the Board, 
in its discretion, may waive such six months’ notice in any in- 
dividual case and may permit such bank to withdraw from mem- 
bership in a Federal Reserve Bank, subject to such conditions 
as the Board may prescribe, prior to the expiration of six months 
from the date of the written notice of its intention to withdraw. 


(b) Notice of intention of withdrawal.—Any State bank de- 
siring to withdraw from membership in a Federal Reserve Bank 
should signify its intention to do so, with the reasons therefor, 
in a letter addressed to the Board and mailed to the Federal 
Reserve Bank of which such bank is a member. Any such bank 
desiring to withdraw from membership prior to the expiration 
of six months from the date of written notice of its intention 
to withdraw should so state in the letter signifying its intention 
to withdraw and should state the reason for its desire to with- 
draw prior to the expiration of six months. 


Every notice of intention of a bank to withdraw from mem- 
bership in the Federal Reserve System and every application for 
the waiver of such notice should be accompanied by a certified 
copy of a resolution duly adopted by the board of directors of 
such bank authorizing the withdrawal of such bank from mem- 


1iUynder specific provisions of section 9 of the Federal Reserve Act, however, no Federal 
Reserve Bank shall, except upon express authority of the Board, cancel within the same 
calendar year more than twenty-five per cent of its capital stock for the purpose of effecting 
voluntary withdrawals during that year. All applications for voluntary withdrawals are 
required by the law to be dealt with in the order in which they are filed with the Board. 
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bership in the Federal Reserve System and authorizing a certain 
officer or certain officers of such bank to file such notice or ap- 
plication, to surrender for cancellation the Federal Reserve Bank 
stock held by such bank, to receive and receipt for any moneys 
or other property due to such bank from the Federal Reserve 
Bank and to do such other things as may be necessary to effect 
the withdrawal of such bank from membership in the Federal 
Reserve System. 

Notice of intention to withdraw or application for waiver of 
six months’ notice of intention to withdraw by any bank which 
is in the hands of a conservator or other State official acting in 
a capacity similar to that of a conservator should be accompanied 
by advice from the conservator or other such State official that he 
joins in such notice or application. 


(c) Time and method of effecting actual withdrawal.—Upon 
the expiration of six months after notice of intention to with- 
draw or upon the waiving of such six months’ notice by the 
Board, such bank may surrender its stock and its certificate of 
membership to the Federal Reserve Bank and request that same 
be canceled and that all amounts due to it from the Federal 
Reserve Bank be refunded.'? Unless withdrawal is thus effected 
within eight months after notice of intention to withdraw is first 
given, or unless the bank requests and the Board grants an ex- 
tension of time, such bank will be presumed to have abandoned 
its intention of withdrawing from membership and will not be 
permitted to withdraw without again giving six months’ written 
notice or obtaining the waiver of such notice. 


(ad) Withdrawal of notice.—Any bank which has given notice 
of its intention to withdraw from membership in a Federal Re- 
serve Bank may withdraw such notice at any time before its 





122A bank’s withdrawal from membership in the Federal Reserve System is effective on the 
date on which the Federal Reserve Bank stock held by it is duly canceled. Until such stock 
has been canceled, such bank remains a member of the Federal Reserve System, is entitled 
to all the privileges of membership, and is required to comply with all provisions of law 
and all regulations of the Board pertaining to member banks and with all conditions of 
membership applicable to it. Upon the cancellation of such stock, all rights and privileges of 
such bank as a member bank shall terminate. 

Upon the cancellation of such stock, and after due provision has been made for any 
indebtedness due or to become due to the Federal Reserve Bank, such bank shall be entitled 
to a refund of its cash paid subscription with interest at the rate of one-half of one per cent 
per month from the date of last dividend, the amount refunded in no event to exceed the 
book value of the stock at that time, and shall likewise be entitled to the repayment of 
deposits and of any other balance due from the Federal Reserve Bank. 
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stock has been canceled and upon doing so may remain a member 
of the Federal Reserve System. The notice rescinding the former 
notice should be accompanied by a certified copy of an appropriate 
resolution duly adopted by the board of directors of the bank. 


SECTION 11. BOARD FORMS 
All forms referred to in this regulation and all such forms as 
they may be amended from time to time shall be a part of this 
regulation. 
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MEMBERSHIP OF STATE BANKING INSTI- 
TUTIONS IN THE FEDERAL 
RESERVE SYSTEM 


AMENDMENT TO REGULATION H 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective January 3, 1959, Regulation H is amended by eliminat- 
ing from footnote 1 thereof the words “in Alaska or”. 
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MEMBERSHIP OF STATE BANKING INSTI- 
TUTIONS IN THE FEDERAL 
RESERVE SYSTEM 


AMENDMENT TO REGULATION H 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective August 21, 1959, footnote 1 of Regulation H is amended 
read as follows: 


1 Under the provisions of section 19 of the Federal Reserve Act, national banks 
or banks organized under local laws, located in a dependency or insular possession 
or any part of the United States outside the States of the United States and the District 
of Columbia are not required to become members of the Federal Reserve System but 
may, with the consent of the Board, become members of the System. However, this 
Regulation H is applicable only to the admission of banks eligible for admission to 
membership under section 9 of the Federal Reserve Act and does not cover the ad- 
mission of banks eligible under section 19 of the Act. Any bank desiring to be ad- 
mitted to the System under the provisions of section 19 should communicate with the 
Federal Reserve Bank with which it desires to do business. 


AS. 


woes 
LA Y) SD IPS 


MEMBERSHIP OF STATE BANKING INSTI- 
-TUTIONS IN THE FEDERAL 
RESERVE SYSTEM 


“AMENDMENT TO REGULATION H 
RUZ eC RRaR AR Ie208) 


ISSUED BY THE BoArD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective August 1, 1963, paragraph (e) of § 208.8 is revoked, and 
paragraph (d) thereof is amended to read as follows: 


SECTION 208.8--ESTABLISHMENT OR MAINTENANCE OF BRANCHES 


& 

(q) Foreign branches.— With prior Board approval, a member 
State bank having capital and surplus of $1,000,000 or more may es- 
tablish branches in “foreign countries”, as defined in § 213.2(b) of Part 
213 (Reg. M).84 If a member State bank has established a branch in 
such a country, it may, unless otherwise advised by the Board, estab- 
lish other branches therein after thirty days’ notice to the Board with 
respect to each such branch. 


FUT StAPADY OF THE 


AUG 22 1963 
UNIVERSITY ME WLETIg 


8a 


Section 213.2(b) of Regulation M defines “foreign countries” to include 
“any foreign nation or colony, dependency, or possession thereof, any over- 
seas territory, dependency, or insular possession of the United States, or the 
Commonwealth of Puerto Rico.” 
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MEMBERSHIP OF STATE BANKING INSTITUTIONS 
IN THE FEDERAL RESERVE SYSTEM 


AMENDMENT TO REGULATION H 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective August 31, 1966, section 208.9 is amended by adding 
the following subsection: 


» SECTION 208.9—PUBLICATION OF REPORTS OF 
MEMBER BANKS AND THEIR AFFILIATES 
* * * * * 


(c) Waiver of reports of affiliates.— (1) Pursuant to section 21 
of the Federal Reserve Act (12 U.S.C. 486), the Board of Gover- 
nors of the Federal Reserve System waives the requirement for 
the submission of reports of affiliates of State bank members of the 
Federal Reserve System, except: 


(1) When indebtedness, if any, of the affiliate to the mem- 
ber bank has been carried for more than 6 months in the 12 
months preceding the report date as an asset on the bank’s 
books at a value in excess of $5,000 or 1 per cent of the 
bank’s capital and surplus, whichever is the greater, regard- 
less of whether the affiliate is so indebted on the report date: 
Provided, That any indebtedness of the affiliate to the mem- 
ber bank fully secured by direct obligations of the United 
States Government or by obligations fully guaranteed by the 
United States Government may be disregarded in determin- 
ing whether or not the indebtedness of the affiliate is in 
excess of the limitations prescribed herein. 


(ii) When, on the report date, the affiliate is indebted to 
the member bank, or the member bank owns obligations of, 
or stock or other evidences of ownership in, the affiliate, and 
the aggregate amount of such indebtedness, obligations, 
stock, or other evidences of ownership is carried as an asset 
on the bank’s books at a value in excess of $5,000 or 1 per 
cent of the member bank’s capital and surplus, whichever 
is the greater: Provided, That any indebtedness of the affili- 
ate to the member bank fully secured by direct obligations of 
the United States Government or by obligations fully guar- 
anteed by the United States Government may be disregarded 

in determining whether or not the indebtedness of the affili- 
» ate is in excess of the limitations prescribed herein. 
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(2) The Board of Governors of the Federal Reserve System 
also waives the requirement for the submission of reports of 
affiliates in all cases (i) where the affiliate relationship is based 
solely on ownership or control of any voting shares of the affili- 
ate by a member bank as executor, administrator, trustee, 
receiver, agent, depositary, or in any other fiduciary capacity, 
except where such shares are held for the benefit of all or a 
majority of the stockholders of such member bank, and (ii) 
where the affiliate relationship is based solely on the fact that 
a majority of the affiliate’s directors, trustees, or other persons 
exercising similar functions are directors of any one member 
bank, except where they constitute more than one-fourth of the 
directors of the member bank. 


(8) The above provisions with respect to the waiving of the 
requirement for submission of reports of affiliates are subject 
to change whenever deemed advisable by the Board of Governors 
of the Federal Reserve System in order to require the submission 
of reports which are necessary to disclose fully relations between 
member banks and their affiliates and the effect thereof upon the 
affairs of member banks. 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


MEMBERSHIP OF STATE BANKING INSTITUTIONS 
IN THE FEDERAL RESERVE SYSTEM 


AMENDMENT TO REGULATION H 


Effective March 18, 1969, section 208.9(a)(1) and (3) is amended 
to read as follows: 


SECTION 208.9—PUBLICATION OF REPORTS OF MEMBER 
BANKS AND THEIR AFFILIATES ° 


(a) Reports of member banks.—(1) Each report of condition made 
by a member State bank to its Federal Reserve Bank pursuant to a call 
therefor by the Board shall be published by such member bank within 
twenty days from the date the call is issued, unless such time is extended 
by the Reserve Bank as provided in § 265.2(f)(16) of this chapter 
(Rules Regarding Delegation of Authority). 


* * * ** * 





(3) The copy of the report for the use of the printer for publication 
should be prepared on the form supplied or authorized for the purpose 
by the Federal Reserve Bank. Except as permitted in the Instructions 
for preparation of reports of condition (Form F.R. 105a), the published 
information shall agree in every respect with that shown on the face of 
the report of condition submitted to the Federal Reserve Bank. All 
signatures shall be the same in the published statement as in the origi- 
nal report submitted to the Federal Reserve Bank, but the signatures 
may be typewritten or otherwise copied on the report for publication. 

* * ie Dee * 
NOTE.—Footnote 9 remains unchanged. 
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OF FEDERAL RESERVE BANKS AND 
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REGULATION I 


This Regulation as printed herewith is in the form 
as amended June 9, 1930 
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(Superseding Regulation I of 1928) 


INCREASE OR DECREASE OF CAPITAL STOCK OF FED- 
ERAL RESERVE BANKS AND CANCELLATION OF OLD 
AND ISSUE OF NEW STOCK CERTIFICATES 


SECTION I. INCREASE OF CAPITAL STOCK 


(a) New national banks.——EKach new national bank, while in process 
of organization (including each nonmember State bank converting 
into a national bank,’ while in process of such tonversion) shall file 
with the Federal reserve bank of its district an application to the 
Federal Reserve Board on F. R. B. Form 380 (or as to a nonmember 
State bank converting into a national bank, on F. R. B. Form 30a), 
made a part of this regulation, for an amount of capital stock of the 
Federal reserve bank of its district equal to 6 per cent of the paid-up 
capital stock and surplus of such new national bank. Such applica- 
tion shall be forwarded promptly to the Federal Reserve Board, and 
if it is found to be in proper form the Federal Reserve Board will 
grant its approval effective if and when the Comptroller of the 
Currency issues to such bank his certificate of authority to commence 
business. If its application is approved, the applying bank shall 
thereupon make a payment to the Federal reserve bank of its district 
of one-half of the amount of its subscription, i. e., 8 per cent of the 
amount of its paid-up capital and surplus; and upon receipt of this 
payment the Federal reserve bank will issue a receipt therefor, place 
the amount in a suspense account, and notify the Federal Reserve 
Board that it has been received. When the Comptroller of the 
Currency issues to such applying bank his certificate of authority to 
commence business the Federal reserve bank shall issue a stock cer- 
tificate to the applying bank, and the capital stock of the Federal 
reserve bank represented by such certificate shall be considered as 


1 Wheneved any State member bank is converted into a national bank under sec. 5154 of 
the Revised Statutes, as amended by sec. 8 of the Federal reserve act, it may continue to 
hold as a national bank its shares of Federal reserve ‘sank stock previously held as a 
State bank, and need not file any application for Federal reserve bank stock, unless the 
aggregate amount of its capital and surplus is increased, in which event it should file an 
application for additional stock, as provided in Section I (c). The certificate of stock 
issued in the old name of the member bank, however, should be surrendered and canceled, 
and a new certificate should be issued in lieu thereof, in the new name of the member 
bank, as provided in Section III, 
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issued as of the date upon which the Comptroller of the Currency 
issues his certificate of authority to commence business. The re- 
maining half of the subscription of the applying bank shall be subject 
to call when deemed necessary by the Federal Reserve Board. 

(©). State banks becoming members.—Any State bank or trust com- 
pany desiring to become a member of the Federal reserve system 
shall make application as provided in Regulation H, and when 
such application has been approved by the Federal Reserve Board 
and all requirements of Regulation H have been complied with the 
Federal reserve bank shall issue an appropriate certificate of stock 
as provided in Regulation H. 

(c) Increase of capital or surplus by member banks.—Whenever any 
member bank shall increase the aggregate amount of its paid-up 
capital stock and surplus, it shall file with the Federal reserve bank 
of which it is a member an application on F. R. B. Form 56, made 
a part of this regulation, for such additional amount of the capital 
stock of the Federal reserve bank of its district as may be necessary 
to make its total subscription to stock of the Federal reserve bank 
equal to 6 per cent of its combined capital and surplus. After such 
application has been approved by the Federal reserve agent and by 
the Federal Reserve Board, the applying member bank shall pay to 
the Federal reserve bank of its district one-half of the amount of 
its additional subscription, and when this amount has been paid the 
appropriate certificate of stock shall be issued by the Federal reserve 
bank. The remaining half of such additional subscription shall be 
subject to call when deemed necessary by the Federal Reserve Board. 

(d) Consolidation of member banks.—Whenever two or more mem- 
ber banks consolidate and such consolidation results in the consoli- 
dated bank acquiring by operation of law? the Federal reserve 
bank stock owned by the other consolidating bank or banks, and 
which also results in the consolidated bank having an aggregate 


2Seec. 5 of the Federal reserve act provides that ‘‘ Shares of the capital stock of Federal 
reserve banks owned by member banks shall not be transferred or hypothecated.” This 
provision prevents a transfer of Federal reserve bank stock by purchase, but does not pre- 
vent a transfer by operation of law. When there is a merger of member banks involving 
the liquidation of one of such banks and the purchasing of tHe assets of the liquidating 
bank by the bank continuing in existence, it is necessary for the liquidating bank to sur- 
render its Federal reserve bank stock and for the purchasing bank to apply for new stock. 
On the other hand, if member banks consolidate, under a statute which does not require 
the liquidation of any of the consolidating banks, and the assets and obligations of the 
consolidating banks are transferred to the consolidated bank by operation of law, the con- 
solidated bank becomes the owner of the Federal reserve bank stock of the consolidating 
banks as soon as the consolidation takes effect and such stock technically need not be sur- 
rendered. The certificates of stock issued in the names of the consolidating banks, how- 


ever, should be surrendered and canceled, and a new certificate should be issued in lieu: 


thereof, in the new name of the consolidated bank, as provided in See. III. A consolida- 
tion of national banks under the act of Congress entitled “An act to provide for the 
consolidation of national banking associations,’ approved Noy. 7, 1918, meets all of these 
conditions, 


we 
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capital and surplus in excess of the aggregate capital and surplus 
of the consolidating member banks, such consolidated bank shall file 
an application for such additional amount of the capital stock of 
the Federal reserve bank of its district as may be necessary to make 
its total subscription to the stock of the Federal reserve bank equal 
to 6 per cent of its combined capital and surplus, as provided in 
Section I (c). 

(e) Certifying increases of Federal reserve bank stock—Whenever the 
capital stock of any Federal reserve bank shall be increased the 
board of directors of such Federal reserve bank shall certify such 
increase to the Comptroller of the Currency on F. R. B. Form 48, 
which is made a part of this regulation. Such certifications shal! 
be made as of the last days of June and December of each year. 
A duplicate copy of each certificate shall be forwarded to the Federal} 
Reserve Board. 


SECTION II. DECREASE OF CAPITAL STOCK 


(a) Reduction of capital or surplus by member bank.—Whenever a 
member bank reduces the amount of its paid-up capital stock and, in 
the case of reduction of the paid-up capital of a national bank, such 
reduction has been approved by the Comptroller of the Currency 
and by the Federal Reserve Board in accordance with the provi- 
sions of section 28 of the Federal reserve act, it shall file with the 
Federal reserve bank of which it is a member an application for 
the surrender and cancellation of stock on F. R. B. Form 60, which 
is made a part of this regulation. When a member bank reduces 
tie amount of its surplus, it is not required to, but may at its option, 
file with the Federal reserve bank of which it is a member an 
application for the surrender and cancellation of stock on said 
¥. KR. B. Form 60. When an application so filed as the result of 
a reduction in a member bank’s paid-up capital stock or surplus 
has been approved by the Federal reserve agent and the Federal 
Reserve Board, the Federal reserve bank shall accept and cancel the 
stock which the applying bank is entitled to surrender and shall re- 
fund to the member bank the proportionate amount due such bank on 
account of the stock canceled. 

(6) Insolvency of member bank..—Whenever a member bank shall 
be declared insolvent and a receiver appointed by the proper authori- 
ties, such receiver shall, within six months from the date of his 
appointment, file with the Federal reserve bank of which the insol- 
vent bank is a member an application on I’. R. B. Form 87, which is 
made a part of this regulation, for the surrender and cancellation of 
the stock held by such insolvent member bank, and for the refund 
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of all balances due to it. If the receiver shall fail to make such 
application within the time specified, the Federal reserve agent shall 
report the facts to the Federal Reserve Board with a recommenda- 
tion as to the action to be taken, whereupon the Federal Reserve 
Board will either issue an order to cancel such stock or, if the circum- 
stances warrant it, grant the receiver additional time in which to file 
such an application. Upon approval of such an application by the 
Federal reserve agent and the Federal Reserve Board, or upon the 
issuance of such an order by the Federal Reserve Board, the Fed- 
eral reserve bank shall cancel such stock and shall adjust accounts 
between the member bank and the Federal reserve bank by applying 
to any indebtedness of the insolvent member bank to such Federal 
reserve bank all cash-paid subscriptions made by it on the stock 
canceled with one-half of 1 per cent per month from the period of 
last dividend, not to exceed the book value thereof, and the balance, 
if any, shall be paid to the duly authorized receiver of such insolvent 
member bank. | 

(c) Voluntary liquidation of member bank—Whenever a member 
bank goes into voluntary liquidation, the liquidating agent or some 
other person duly authorized by the stockholders or board of direc- 
tors to act on behalf of such bank shall, within six months from the 
date of the vote to place such bank in voluntary liquidation, file 
with the Federal reserve bank of which the liquidating bank is a 
member an application on IF’. R. B. Form 86, if a national bank, and 
on I. R. B. Form 148, if a State bank, which forms are made a 
part of this regulation, for the surrender and cancellation of the 
stock held by it and for the refund of all balances due to such 
liquidating member bank. If such application is not filed within 
the time specified, the Federal reserve agent shall report the facts 
to the Federal Reserve Board with a recommendation as to the action 
to be taken, whereupon the Federal Reserve Board will either issue 
an order to cancel such stock, or, if the circumstances warrant it, grant 
additional time in which to file such an application. Upon approval 
of such an appheation by the Federal reserve agent and the Federal 
Reserve Board, or upon the issuance of such an order by the Federal 
Reserve Board, the Federal reserve bank shall cancel such stock and 
shall adjust accounts between the liquidating member bank and the 
Federal reserve bank by applying to the indebtedness of the liquidat- 
ing member bank to such Federal reserve bank all cash-paid subscrip- 
tions made by it on the stock canceled with one-half of 1 per cent 
per month from the period of last dividend, not to exceed the book 
value thereof, and the balance, if any, shall be paid to the duly 
authorized liquidating agent of such liquidating member bank. 
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(d) Other closed member banks.—Whenever a national bank which 
has not gone into liquidation as provided in section 5220 of the Re- 
vised Statutes of the United States and for which a receiver has not 
been appointed for other lawful cause shall discontinue its banking 
operations for a period of 60 days, the Federal feserve agent of the 
Federal reserve district in which such national bank is located shall 
furnish the Federal Reserve Board with full information with refer- 
ence to the facts involved in the case and with a definite recommenda- 
tion as to whether the Comptroller of the Currency should appoint a 
receiver for the national bank. Upon receipt of this advice the 
Federal Reserve Board will, if the circumstances warrant it, request 


‘ the Comptroller of the Currency to appoint a receiver for the na- 


tional bank. If such receiver is appointed, the Federal reserve bank 
stock held by the national bank should be surrendered and canceled 
in the manner described in subdivision (0) of this section. 

Whenever a State member bank shall cease to exercise banking 
functions without being placed in liquidation in accordance with 
the laws of the State in which it is located and without a receiver 
having been appointed for it, the Federal reserve agent of the Fed- 
eral reserve district in which such State member bank is located 
shall furnish the Federal Reserve Board with full information with 
reference to the facts involved in the case and with a definite recom- 
mendation as to whether the Federal Reserve Board should require 
the State member bank to surrender its stock in the Federal reserve 
bank and to forfeit all rights and privileges of membership in the 
Federal reserve system. Upon receipt of this advice the Federal 
Reserve Board will, if termination of the membership of the State 
member bank appears desirable, give the member bank notice of the 
date upon which a hearing will be held to determine whether its 
membership should be forfeited. If, after such hearing, the mem- 
bership of a State member bank is forfeited the board will direct 


the Federal reserve agent of the Federal reserve district in which 


the member bank is located to cancel the Federal reserve bank stock 
it holds and make appropriate refund thereon. 

(e) Consolidation of member banks.—Whenever there is a consolida- 
tion of two or more member banks which results in the consolidated 
bank acquiring by operation of law (see note 2 on p. 4) the Federal 
reserve bank stock owned by the other consolidating banks, and which 
also results in the consolidated bank having a paid-up capital less than 
the aggregate paid-up capital of the consolidating member banks, 
the consolidated bank shall file with the Federal reserve bank of 
which it is a member an application for the surrender and cancellation 
of stock on F. R. B. Form 60a, which is made a part of this regulation. 
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Upon the approval of this application by the Federal reserve agent 

and the Federal Reserve Board, the Federal reserve bank shall accept 

and cancel the stock which the applying bank is entitled to surrender, ( “ 
and shall refund to the applying bank the proportionate amount due > 
such bank on account of the stock canceled. 

(f) Certifying reductions of Federal reserve bank stock.—All reduc- 
tions of the capital stock of a Federal reserve bank shall, in accordance 
with the provisions of section 6 of the Federal reserve act, be certified 
to the Comptroller of the Currency by the board of directors of such 
Federal reserve bank on F. R. B. Form 59, which is made a part of 
this regulation. Such certifications shall be made as of the last days _ 
of June and December of each year. A duplicate copy of each certifi- 
cate shall be forwarded to the Federal Reserve Board. 


SECTION III. CANCELLATION OF OLD AND ISSUE OF NEW STOCK 
CERTIFICATES 


Whenever a member bank changes its name or, by consolidation 
with another member bank, acquires by operation of law (see note 2 
on p. 4) the Federal reserve bank stock previously held by such other 
member bank, it shall surrender to the Federal reserve bank the 
certificate of Federal reserve bank stock which was issued to it under 
its old name, or which was issued to such other member bank. The 
certificate so surrendered shall be indorsed by the member bank sur- 
rendering it or by the member bank to which it was originally issued 
and shall be accompanied by proper proof of the change of name or 
consolidation. Upon receipt of such certificate of stock so indorsed, 
together with such proof, the Federal reserve bank shall cancel the 
certificate so surrendered and shall issue in lieu thereof to and in the 
name of the member bank surrendering it a new certificate for the 
number of shares represented by the certificate so surrendered, or if 
the member bank is entitled to surrender some of the stock which is 
represented by the surrendered certificate, and an application for the 
surrender and cancellation of such stock is at the same time made in 
accordance with this regulation, the new certificate shall be for the 
number of shares represented by the surrendered certificate less the 
number of shares canceled pursuant to such application. All cases 
where certificates of stock are surrendered and new certificates issued 
in lieu thereof and in a different name shall be reported to the Fed- 
eral Reserve Board by the Federal reserve agen 
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This regulation as printed herewith is in the form 
as revised effective January 1, 1936 








INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 
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REGULATION I SNIVERSITY OF ILL ye 


Revised, Effective January 1, 1936 


(Superseding Regulation I, Series of 1930) 


INCREASE OR DECREASE OF CAPITAL STOCK{OF FEDERAL 
RESERVE BANKS AND CANCELLATION OF OLD AND 
ISSUE OF NEW STOCK CERTIFICATES 


STATUTORY PROVISIONS 


This regulation is based upon and issued pursuant to various pro- 
visions of the Federal Reserve Act, the most important of which are 
published in the Appendix hereto. ; 


SECTION 1. NATIONAL BANKS IN PROCESS OF ORGANIZATION 


Each national bank,’ while in process of organization? (including 
each nonmember State bank converting into a national bank,® while 
in process of such conversion) shall file with the Federal Reserve 
Agent at the Federal Reserve bank of its district an application on 
Form 30, or, if a nonmember State bank converting into a national 
bank, on Form 30a, for an amount of capital stock of the Federal 





1 Under the provisions of section 19 of the Federal Reserve Act, national banks located 
in Alaska or in a dependency or insular possession or any part of the United States outside 
the continental United States are not required to become members of the Federal Reserve 
System but may, with the consent of the Board, become members of the System. Any such 
bank desiring to be admitted to the System under the provisions of section 19 should com- 
municate with the Federal Reserve bank with which it desires to do business. 


2A new national bank with no capital or board of directors which is organized by the 
Federal Deposit Insurance Corporation pursuant to the provisions of paragraph (9) of 
subsection (1) of section 12B of the Federal Reserve Act, as amended, should not appiy 
for stock of the Federal Reserve bank of its district until it is in process of organization 
as a national bank with capital pursuant to the provisions of paragraph (11) of subsection 
(1) of section 12B of the Federal Reserve Act, as amended. 


3 Whenever any State member bank is converted into a national bank under section 5154 
of the Revised Statutes, as amended by section 8 of the Federal Reserve Act, it may 
continue to hold as a national bank its shares of Federal Reserve bank stock previously 
held as a State bank, and need not file any application for additional shares of Federal 
Reserve bank stock or for cancellation of Federal Reserve bank stock unless the aggregate 
amount of its capital and surplus is increased or decreased, in which event it should file 
an application for additional stock or for cancelation of part of its holdings of such stock, 
as the case may be, as provided in section 3 of this regulation. The certificate of stock 
issued in the old name of the member bank, however, should be surrendered and canceled, 
and a new certificate should be issued in lieu thereof in the new name of the member 
bank, as provided in section 11 of this regulation. 
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Reserve bank of its district equal to six per cent of the paid-up * 
capital and surplus of such national bank. If such application be 
found to be in proper form it shall be approved by the Federal Re- 
serve Agent effective if and when the Comptroller of the Currency 
issues to such bank his certificate of authority to commence business. 
If its application be approved, the applying bank shall thereupon ° 
pay the Federal Reserve bank of its district one-half of the amount 
of its subscription and, upon receipt of advice from the Federal 
Reserve bank as to the required amount, one-half of one per cent 
of its paid-up subscription for each month from the period of the 
last dividend; and upon receipt of the payment for Federal Reserve 
bank stock the Federal Reserve bank shall issue a receipt therefor, 
place the amount in a suspense account, and notify the Comptroller 
of the Currency that it has been received. When the Comptroller 
of the Currency issues to such applying bank his certificate of au- 
thority to commence business the Federal Reserve bank shall issue 
a stock certificate to the applying bank as of the date upon which 
the Comptroller of the Currency issues his certificate of authority to 
commence business. The remaining half of the subscription of the 
applying bank shall be subject to call when deemed necessary by the 
Board of Governors of the Federal Reserve System. 


SECTION 2. STATE BANKS BECOMING MEMBERS 


Any State bank, Morris Plan bank, or mutual savings bank, as 
defined in the Board’s Regulation H, desiring to become a member 
of the Federal Reserve System shall make application as provided in 
Regulation H, and when such application has been approved by the 
Board of Governors of the Federal Reserve System and all applicable 
requirements have been complied with the Federal Reserve bank 
shall issue an appropriate certificate of stock as provided in Regu- 
lation H. 











4 Subscriptions to the capital stock of the Federal Reserve bank must be made in an 
amount at least equal to six per cent of the amount of the capital and surplus of the apply- 
ing bank which is to be paid in at the time the Comptroller of the Currency authorizes 
it to commence business. In order to avoid the necessity of making applications for addi- 
tional stock in the Federal Reserve bank, as additional installments of the capital and 
surplus of the applying bank are paid in, application may be made for stock in the Federal 
Reserve bank in an amount equal to six per cent of the authorized capital of the applying 
bank, plus six per cent of the amount of surplus, if any, which the subscribers to the capital 
of the applying bank have agreed to pay in. 


© Payment may be made, if desired, at any time prior to approval of the application. 
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SECTION 3. INCREASE OR DECREASE OF CAPITAL OR SURPLUS BY 
MEMBER BANKS 


Whenever any member bank shall increase or decrease the agegre- 
gate amount of its paid-up capital ® and surplus,’ it shall file with 
the Federal Reserve Agent at the Federal Reserve bank of its district 
an application on Form 56 for such additional amount or for the 
cancelation of such amount, as the case may be, of the capital stock 
of. the Federal Reserve bank of its district as may be necessary to 
make its total subscription to stock of the Federal Reserve bank 
equal to six per cent of its combined capital and surplus. After an 
application for additional Federal Reserve bank stock has been ap- 
proved by the Federal Reserve Agent, the applying member bank 
shall pay to the Federal Reserve bank of its district one-half of its 
additional subscription, plus one-half of one per cent a month from 
the period of the last dividend on such Federal Reserve bank stock, 
whereupon the appropriate certificate of stock shall be issued by the 
Federal Reserve bank. The remaining half of such additional sub- 
scription shall be subject to call when deemed necessary by the Board 
of Governors of the Federal Reserve System. After an application 
for the cancelation of Federal Reserve bank stock has been approved 
by the Federal Reserve Agent, the Federal Reserve bank shall accept 
and cancel the stock which the applying bank is required to surrender, 
and shall pay to the member bank a sum equal to all cash paid sub- 
scriptions made on the stock canceled with one-half of one per cent 
a month from the period of the last dividend, not to exceed the book 
value thereof. 


SECTION 4. INCREASE OR DECREASE OF DEPOSITS BY MUTUAL 
SAVINGS BANKS 


Whenever, as shown by the last report of condition as of a date 
preceding January 1 or July 1 of each year, the total deposit habilities 
of a mutual savings bank which is a member of the Federal Reserve 
System shall have increased or decreased since the last adjustment 
of its holdings of Federal Reserve bank stock, the bank shall file 








6In view of the provisions of section 9 of the Federal Reserve Act, as amended June 16, 
1934, the amount of outstanding capital notes and debentures legally issued by the applying 
bank and purchased by the Reconstruction Finance Corporation should be included, and 
the amount sold to others should not be included, in determining the amount of Federal 
Reserve bank stock which a member bank is required to hold. 

7In the case of a member bank which sets up a reserve for dividends payable in com- 
mon stock, whether in connection with the retirement of preferred stock, capital notes or 
debentures or otherwise, such reserve shall be regarded as surplus for the purpose of 
determining the amount of Federal Reserve bank stock which the bank is required to hold, 
provided such reserve is established pursuant to a resolution of the board of directors of 
the bank involved, will become a part of the permanent capital of the bank and will not: 
be used for any other purpose than the payment of dividends in common stock. 
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with the Federal Reserve Agent at the Federal Reserve bank of its 
district an application on Form 56a for such additional amount or 
for the cancellation of such amount, as the case may be, of the 
capital stock of the Federal Reserve bank of its district as may be 
necessary to make its total subscription to stock of the Federal Re- 
serve bank equal to six-tenths of one per cent of its total deposit 
liabilities as shown by such last report of condition. After an appli- 
cation for additional Federal Reserve bank stock has been approved 
by the Federal Reserve Agent, the applying member bank shall pay 
to the Federal Reserve bank of its district one-half of the amount 
of its additional subscription, plus one-half of one per cent a month 
from the period of the last dividend on such Federal Reserve bank 
stock, whereupon the appropriate certificate of stock shall be issued 
by the Federal Reserve bank. The remaining one-half of such addi- 
tional subscription shall be subject to call when deemed necessary 
by the Board of Governors of the Federal Reserve System. After 
an application for the cancellation of Federal Reserve bank stock 
has been approved by the Federal Reserve Agent, the Federal Reserve 
bank shall accept and cancel the stock which the applying bank is 
required to surrender and shall pay to the member bank a sum equal 
to all cash paid subscriptions made on the stock canceled with one- 
half of one per cent a month from the period of the last dividend, not 
to exceed the book value thereof. In the case of any mutual savings 
bank which is not permitted by the laws under which it was organized 
to purchase stock in the Federal Reserve bank and has a deposit 
with the Federal Reserve bank in lieu of such subscription, such 
deposit shall be adjusted in the same manner as subscriptions for 
stock. 


SECTION 5. CONSOLIDATION OF MEMBER BANKS 
Whenever two or more member banks consolidate and such con- 


solidation results in the consolidated bank acquiring by operation of 
law ® the Federal Reserve bank stock owned by the other consoli- 





8 Section 5 of the Federal Reserve Act provides that ‘‘Shares of the capital stock of Fed- 
eral reserve banks owned by member banks shall not be transferred or hypothecated.’’ This 
provision prevents a transfer of Federal Reserve bank stock by purchase, but does not 
prevent a transfer by operation of law. When there is a merger of member banks involving 
the liquidation of one of such banks and the purchase of the assets of the liquidating bank 
by the bank continuing in existence, or where one member bank purchases all or a sub- 
stantial portion of the assets of another member bank, the latter being put into liquidation, 
it is necessary for the liquidating bank to surrender its Federal Reserve bank stock and 
for the purchasing bank, if its capital and surplus is increased or decreased, to adjust its 
holdings of Federal Reserve bank stock as provided in section 3 of this regulation. 

If member banks consolidate, under a statute which does not require the liquidation of 
any of the consolidating banks, and the assets and obligations of the consolidating banks 
are transferred to the consolidated bank by operation of law, the consolidated bank becomes 
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dating bank or banks, and which also results in the consolidated bank 
having an ageregate capital and surplus in excess of, or less than, the 
ageregate capital and surplus of the consolidating member banks, 
such consolidated bank shall file with the Federal Reserve Agent at 
the Federal Reserve bank of its district an application on Form 56 
for such additional amount, or for the cancellation of such amount, 
as the case may be, of the capital stock of the Federal Reserve bank 
of its district as may be necessary to make its total subscription to 
the stock of the Federal Reserve bank equal to six per cent of its 
combined capital and surplus, as provided in section 3 of this regula- 
tion. In the case of any such consolidation the consolidated bank 
shall surrender to the Federal Reserve bank the certificates of Federal 
Reserve bank stock held by the consolidated bank and a new cer- 
tificate will be issued as provided in section 11. 


SECTION 6. INSOLVENCY OF MEMBER BANK 


Whenever a member bank shall be declared insolvent and a re- 
ceiver ® appointed by the proper authorities, such receiver shall, within 
three months from the date of his appointment, file with the Federal 
Reserve Agent at the Federal Reserve bank of the district an applica- 
tion on Form 87 for the cancelation of the stock held by such in- 


solvent member bank and for the refund of all balances due to it. 


If the receiver shall fail to make such application within the time 
specified, the Federal Reserve Agent shall report the facts to the 
board of directors of the Federal Reserve bank with a recommenda- 
tion as to the action to be taken, whereupon the board of directors 
of the Federal Reserve bank will either issue an order to cancel such 
stock, or, if the circumstances warrant it, grant the receiver additional 
time in which to file an application. Upon approval of such an appli- 
cation by the Federal Reserve Agent, or upon the issuance of such 
an order, the Federal Reserve bank shall cancel such stock and shall 
adjust accounts between the member bank and the Federal Reserve 
bank by applying to any indebtedness of the insolvent member bank 
to such Federal Reserve bank all cash paid subscriptions made on 
the stock canceled with one-half of one per cent a month from the 
period of the last dividend, not to exceed the book value thereof, and 
the balance, if any, shall be paid to the duly authorized receiver of 
such insolvent member bank. 





the owner of the Federal Reserve bank stock of the consolidating banks as soon as the 
consolidation takes effect and such stock need not be surrendered. A consolidation under 
the act of Congress entitled ‘‘An act to provide for the consolidation of national banking 
associations,” approved Nov. 7, 1918, as amended, meets all of these conditions. 

® The term “receiver” includes any person, commission or other agency charged by law 
with the duty of winding up the affairs of the bank. 
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SECTION 7. VOLUNTARY LIQUIDATION OF MEMBER BANK 


Whenever a member bank goes into voluntary liquidation, the 
liquidating agent or some other person or persons duly authorized 
by the stockholders or board of directors to act on behalf of such 
bank shall, within three months from the date of the vote to place 
such bank in voluntary liquidation, file with the Federal Reserve 
Agent at the Federal Reserve bank of the district an application on 
Form 86 for the cancelation of the stock held by it and for the 
refund of all balances due to such liquidating member bank. If such 
application be not filed within the time specified, the Federal Reserve 
Agent shall report the facts to the board of directors of the Federal 
Reserve bank with a recommendation as to the action to be taken, 
whereupon the board of directors of the Federal Reserve bank wiil 
either issue an order to cancel such stock, or, if the circumstances 
warrant it, grant additional time in which to file an application. 
Upon approval of such an application by the Federal Reserve Agent, 
or upon the issuance of such an order, the Federal Reserve bank shall 
cancel such stock and shall adjust accounts between the liquidating 
member bank and the Federal Reserve bank by applying to any 
indebtedness of the liquidating member bank to such Federal Reserve 
bank all cash paid subscriptions made on the stock canceled with one- 
half of one per cent a month from the period of the last dividend, not 
to exceed the book value thereof, and the balance, if any, shall be 
paid to the duly authorized agent of such liquidating member bank. 


SECTION 8. OTHER CLOSED NATIONAL BANKS 


Whenever a national bank which has not gone into liquidation as 
provided in section 5220 of the Revised Statutes of the United States, 
as amended, and for which a receiver has not been appointed, shail 
discontinue its banking operations for a period of sixty days, the 
Federal Reserve Agent shall report the facts to the Comptroller of 
the Currency with a statement of his reasons as to whether a receiver 
should be appointed for the national bank. If such receiver be ap- 
pointed, the Federal Reserve bank stock held by the national bank 
shall be canceled in the manner described in section 6 of this regula- 
tion. Whenever a national bank has been placed in the hands of a 
conservator, the Federal Reserve bank stock held by such bank may 
be canceled upon submission of an application by the conservator 
in the same manner as provided in section 6 of this regulation; pro- 
vided a certificate is furnished by the Comptroller of the Currency 
to the effect that the conservator has been authorized to apply for 
the cancelation of Federal Reserve bank stock, and that the bank is 


vg 
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to be liquidated and is not to be permitted to resume business or to 
reorganize. 
SECTION 9. OTHER CLOSED STATE MEMBER BANKS 


Whenever a State member bank, as defined in the Board’s Regula- 
tion H, shall cease to exercise banking functions without being placed 
in liquidation in accordance with the laws of the State in which it 
is located and without a receiver 7° having been appointed for it and 
such bank has not within sixty days of the cessation of banking 
functions applied for withdrawal from membership in the Federal 
Reserve System as provided in the Board’s Regulation H, the Federal 
Reserve Agent at the Federal Reserve bank of the district in which 
such State member bank is located shall furnish the Board of 
Governors of the Federal Reserve System with full information with 
reference to the facts involved in the case and with a definite recom- 
mendation as to whether the Board should require the State member 
bank to surrender its stock in the Federal Reserve bank and to forfeit 
all rights and privileges of membership in the Federal Reserve System. 
Upon receipt of this advice, if termination of the membership of the 
State member bank appears desirable, the Board will give the mem- 
ber bank notice of the date upon which a hearing will be held to 
determine whether its membership should be forfeited. If, after such 
hearing, the membership of a State member bank be forfeited, the 
Board will direct the Federal Reserve bank of the Federal Reserve 
district in which the member bank is located to cancel the Federal 
Reserve bank stock it holds and make appropriate refund thereon. 


SECTION 10. VOLUNTARY WITHDRAWALS FROM MEMBERSHIP 


Any State member bank desiring to withdraw from membership 
in the Federal Reserve System shall follow the procedure set forth 
in Regulation H, and when all applicable requirements of that regula- 
tion have been complied with the Federal Reserve bank shall cancel 
the stock held by the member bank and make appropriate refund 
thereon. 


SECTION 11. CANCELLATION OF OLD AND ISSUE OF NEW STOCK CERTIFICATES 


Whenever a member bank changes its name it shall surrender to 
the Federal Reserve bank the certificate of Federal Reserve bank 
stock which was issued to it under its old name. If the Federal 
Reserve bank has or is furnished with proper proof of the change of 
name, it shall cancel the certificate so surrendered and shall issue in 





10 The term “receiver” includes any person, commission or other agency charged by law 
with the duty of winding up the affairs of the bank. 
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lieu thereof to and in the name of the member bank surrendering it 
a new certificate for the number of shares represented by the certifi- 
cate so surrendered. If a member bank has filed an application for 
an increase or a decrease in its holdings of Federal Reserve bank 
stock pursuant to the provisions of section 3 of this regulation, or has 
acquired the Federal Reserve bank stock from another bank by virtue 
of a consolidation of the kind described in section 5 of this regula- 
tion, it shall surrender the stock certificate previously issued to it 
and the certificate representing any stock so acquired, and the Fed- 
eral Reserve bank shall issue a new certificate for the number of 
shares represented by the surrendered certificate or certificates de- 
creased by the number of shares canceled or increased by the number 
of additional shares to be issued. 


SECTION 12. BOARD FORMS 


All forms referred to in this regulation and all such forms as they 
may be amended from time to time shall be a part of this regulation. 
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APPENDIX 


Section 2 of the Federal Reserve Act reads in part as follows: 


") 


Under regulations to be prescribed by the organization commit- 
tee, every national banking association in the United States is hereby 
required, and every eligible bank in the United States and every 
trust company within the District of Columbia, is hereby authorized 
to signify in writing, within sixty days after the passage of this Act, 
its acceptance of the terms and provisions hereof. When the organi- 
zation committee shall have designated the cities in which Federal 
reserve banks are to be organized, and fixed the geographical limits 
of the Federal reserve districts, every national banking association 
within that district shall be required within thirty days after notice 
from the organization committee, to subscribe to the capital stock 
of such Federal reserve bank in a sum equal to six per centum of the 
paid-up capital stock and surplus of such bank, one-sixth of the sub- 
scription to be payable on call of the organization committee or of 
the Board of Governors of the Federal Reserve System, one-sixth 
within three months and one-sixth within six months thereafter, and 
the remainder of the subscription, or any part thereof, shall be sub- 
ject to call when deemed necessary by the Board of Governors of 
the Federal Reserve System, said payments to be in gold or gold 
certificates. 

* x x * * * 

The Board of Governors of the Federal Reserve System is hereby 
empowered to adopt and promulgate rules and regulations governing 
the transfers of said stock. 


Section 5 of the Federal Reserve Act reads as follows: 


Sec. 5. The capital stock of each Federal reserve bank shall be 
divided into shares of $100 each. The outstanding capital stock shail 
be increased from time to time as member banks increase their capital 
stock and surplus or as additional banks become members, and may 
be decreased as member banks reduce their capital stock or surplus 
or cease to be members. Shares of the capital stock of Federal reserve 
banks owned by member banks shall not be transferred or hypothe- 
cated. When a member bank increases its capital stock or surplus, 
it shall thereupon subscribe for an additional amount of capital stock 
of the Federal reserve bank of its district equal to six per centum of 
the said increase, one-half of said subscription to be paid in the 
manner hereinbefore provided for original subscription, and one-half 
subject to call of the Board of Governors of the Federal Reserve 
System. A bank applying for stock in a Federal reserve bank at any 
time after the organization thereof must subscribe for an amount of 
the capital stock of the Federal reserve bank equal to six per centum 
of the paid-up capital stock and surplus of said applicant bank, pay- 
ing therefor its par value plus one-half of one per centum a month 
from the period of the last dividend. When a member bank reduces 
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its capital stock or surplus it shall surrender a proportionate amount 

of its holdings in the capital stock of said Federal Reserve bank. Any 
member bank which holds capital stock of a Federal Reserve bank 

in excess of the amount required on the basis of 6 per centum of its 
paid-up capital stock and surplus shall surrender such excess stock. 
When a member bank voluntarily liquidates it shall surrender all 

of its holdings of the capital stock of said Federal Reserve bank and 

be released from its stock subscription not previously called. In any 
such case the shares surrendered shall be canceled and the member 
bank shall receive in payment therefor, under regulations to be pre- 
scribed by the Board of Governors of the Federal Reserve System, “@ 
a sum equal to its cash-paid subscriptions on the shares surrendered ~~ 
and one-half of 1 per centum a month from the period of the last 
dividend, not to exceed the book value thereof, less any liability of 
such member bank to the Federal Reserve bank. 


a 


Section 6 of the Federal Reserve Act reads as follows: 


Sec. 6. If any member bank shall be declared insolvent and a 
recelver appointed therefor, the stock held by it in said Federal 
reserve bank shall be canceled, without impairment of its liability, 
and all cash-paid subscriptions on said stock, with one-half of 1 per 
centum per month from the period of last dividend, if earned, not 
to exceed the book value thereof, shall be first applied to all debts 
of the insolvent member bank to the Federal reserve bank, and the 
balance, if any, shall be paid to the receiver of the insolvent bank. 


If any national bank which has not gone into liquidation as pro- 
vided in section 5220 of the Revised Statutes (United States Code, 
title 12, section 181) and for which a receiver has not already been 
appointed for other lawful cause, shall discontinue its banking opera- 
tions for a period of sixty days the Comptroller of the Currency may, 
if he deems it advisable, appoint a receiver for such bank. The stock 
held by the said national bank in the Federal reserve bank of its dis- 
trict shall thereupon be canceled and said national bank shall receive 
in payment therefor, under regulations to be prescribed by the Board 
of Governors of the Federal Reserve System, a sum equal to its cash- 
paid subscriptions on the shares canceled and one-half of 1 per centum 
a month from the period of the last dividend, if earned, not to exceed 
the book value thereof, less any liability of such national bank to the 
Federal reserve bank. 


Section 9 of the Federal Reserve Act reads in part as follows: 


Sec. 9. Any bank incorporated by special law of any State, or 
organized under the general laws of any State or of the United States, ° 
including Morris Plan banks and other incorporated banking institu- 
tions engaged in similar business, desiring to become a member of 
the Federal Reserve System, may make application to the Board of 
Governors of the Federal Reserve System, under such rules and regu- . 
lations as it may prescribe, for the right to subscribe to the stock 
of the Federal reserve bank organized within the district in which 
the applying bank is located. Such application shall be for the same 
amount of stock that the applying bank would be required to sub- (4 


a, 
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scribe to as a national bank. For the purposes of membership of any 
such bank the terms ‘capital’ and ‘capital stock’ shall include the 
amount of outstanding capital notes and debentures legally issued by 
the applying bank and purchased by the Reconstruction Finance 
Corporation. The Board of Governors of the Federal Reserve Sys- 
tem, subject to the provisions of this Act and to such conditions as 
it may prescribe pursuant thereto may permit the applying bank to 
become a stockholder of such Federal reserve bank. 


* * * * * * * 


Whenever the Board of Governors of the Federal Reserve System 
shall permit the applying bank to become a stockholder in the Federal 
reserve bank of the district its stock subscription shall be payable 
on call of the Board of Governors of the Federal Reserve System, 
and stock issued to it shall be held subject to the provisions of this act. 


* * * * * % * 


If at any time it shall appear to the Board of Governors of the 
Federal Reserve System that a member bank has failed to comply 
with the provisions of this section or the regulations of the Board of 
Governors of the Federal Reserve System made pursuant thereto, or 
has ceased to exercise banking functions without a receiver or liqui- 
dating agent having been appointed therefor, it shall be within the 
power of the board after hearing to require such bank to surrender 
its stock in the Federal reserve bank and to forfeit all rights and 
privileges of membership. 


* * * * * * * 


Any State bank or trust company desiring to withdraw from mem- 
bership in a Federal reserve bank may do so, after six months’ written 
notice shall have been filed with the Board of Governors of the Federal 
Reserve System, upon the surrender and cancelation of all of its 
holdings of capital stock in the Federal reserve bank: Provided, That 
the Board of Governors of the Federal Reserve System, in its discre- 
tion and subject to such conditions as it may prescribe, may waive 
such six months’ notice in individual cases and may permit any such 
State bank or trust company to withdraw from membership in a 
Federal reserve bank prior to the expiration of six months from the 
date of the written notice of its intention to withdraw: Provided, 
however, That no Federal reserve bank shall, except under express 
authority of the Board of Governors of the Federal Reserve System, 
cancel within the same calendar year more than twenty-five per 
centum of its capital stock for the purpose of effecting voluntary with- 
drawals during that year. All such applications shall be dealt with 
in the order in which they are filed with the board. Whenever a 
member bank shall surrender its stock holdings in a Federal reserve 
bank, or shall be ordered to do so by the Board of Governors of the 
Federal Reserve System, under authority of law, all of its rights and 
privileges as a member bank shall thereupon cease and determine, 
and after due provision has been made for any indebtedness due or 
to become due to the Federal reserve bank it shall be entitled to a 
refund of its cash paid subscription with interest at the rate of one- 
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half of one per centum per month from date of last dividend, if earned, 
the amount refunded in no event to exceed the book value of the stock 
at that time and shall likewise be entitled to repayment of deposits 
and of any other balance due from the Federal reserve bank. 

% * + * * * x 


Any mutual savings bank having no capital stock (including any 
other banking institution the capital of which consists of weekly or 
other time deposits which are segregated from all other deposits and 
are regarded as capital stock for the purposes of taxation and the 
declaration of dividends), but having surplus and undivided profits 
not less than the amount of capital required for the organization of 
a national bank in the same place, may apply for and be admitted 
to membership in the Federal Reserve System in the same manner 
and subject to the same provisions of law as State banks and trust 
companies, except that any such savings bank shall subscribe for 
capital stock of the Federal reserve bank in an amount equal to 
six-tenths of 1 per centum of its total deposit liabilities as shown by 
the most recent report of examination of such savings bank preceding 
its admission to membership. Thereafter such subscription shall be 
adjusted semiannually on the same percentage basis in accordance 
with rules and regulations prescribed by the Board of Governors of 
the Federal Reserve System. If any such mutual savings bank apply- 
ing for membership is not permitted by the laws under which it was 
organized to purchase stock in a Federal reserve bank, it shall, upon 
admission to the system, deposit with the Federal reserve bank an 
amount equal to the amount which it would have been required to 
pay in on account of a subscription to capital stock. Thereafter such 
deposit shall be adjusted semiannually in the same manner as sub- 
scriptions for stock. Such deposits shall be subject to the same con- 
ditions with respect to repayment as amounts paid upon subscriptions 
to capital stock by other member banks and the Federal reserve bank 
shall pay interest thereon at the same rate as dividends are actually 
paid on outstanding shares of stock of such Federal reserve bank. If 
the laws under which any such savings bank was organized be 
amended so as to authorize mutual savings banks to subscribe for 
Federal reserve bank stock, such savings bank shall thereupon sub- 
scribe for the appropriate amount of stock in the Federal reserve 
bank, and the deposit hereinbefore provided for in lieu of payment 
upon capital stock shall be applied upon such subscription. If the 
laws under which any such savings bank was organized be not 
amended at the next session of the legislature following the admission 
of such savings bank to membership so as to authorize mutual savings 
banks to purchase Federal reserve bank stock, or if such laws be so 
amended and such bank fail within six months thereafter to purchase 
such stock, all of its rights and privileges as a member bank shall be 
forfeited and its membership in the Federal Reserve System shall be 
terminated in the manner prescribed elsewhere in this section with 
respect to State member banks and trust companies. 
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This regulation as printed herewith is in the form 
as revised effective January 1, 1936 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should 
be addressed to the Federal Reserve Bank of 
the district in which the inquiry arises. 


& 


CONTENTS 


SLACULONY . PrOViS1 008 we een ik Pk acl OER We A 


Sec. 1. National Banks in Process of Organization............ 
Sec. 2. State Banks Becoming Members.................... 
Sec. 3. Increase or Decrease of Capital or Surplus by Member 

Banks oan, een ee ow Po ee 
Sec. 4. Increase or Decrease of Deposits by Mutual Savings 

BATIK Saige CRE et er OR he atone Ay AA 
Sectneo. VOUSOUCatONEG ay LeMmIbeL: OSIKS ie aoe ee ae 
Sec. 6. Insolvency of Members ank gaee eee iy 
Sec. 7. Voluntary Liquidation of Member Bank.............. 
ecu o. sOtnera@losed sNationalsBankse.7 ee eee ee 
Sec. 9. Other Closed State Member. Banks................... 
Sec. 10. Voluntary Withdrawals from Membership............. 
Sec. 11. Cancelation of Old and Issue of New Stock Certificates 
Secwel Jeb oard@lONMs mee.we et aes Ue Cee te oA eetenct: Saab tere: 
FAD DENCIX Gre te ee ee ee ee nen a nth af Cre nee ee 


suis a d wa ie 
4 


iy } he ’ 
Keen eee) if? a0 

wns edaetist 

erate’ 


yh > thee Leet e's ri 

ne * by Lal aged Hag hte 
ade 4 etek eer © 6 site 
& , 


vi p M4 ae sei 








REGULATION I 
Revised, Effective January 1, 1936 
(Superseding Regulation I, Series of 1930) 


INCREASE OR DECREASE OF CAPITAL STOCK OF 
FEDERAL RESERVE BANKS AND CANCELA- 
TION OF OLD AND ISSUE OF NEW 

STOCK CERTIFICATES 


STATUTORY PROVISIONS 


This regulation is based upon and issued pursuant to various pro- 
visions of the Federal Reserve Act, the most important of which are 
published in the Appendix hereto. 


SECTION 1. NATIONAL BANKS IN PROCESS OF ORGANIZATION 


Each national bank,’ while in process of organization? (including 
each nonmember State bank converting into a national bank,’ while 
in process of such conversion) shall file with the Federal Reserve 
Agent at the Federal Reserve Bank of its district an application on 
Form 30, or, if a nonmember State bank converting into a national 
bank, on Form 30a, for an amount of capital stock of the Federal 


1 Under the provisions of section 19 of the Federal Reserve Act, national banks located in 
Alaska or in a dependency or insular possession or any part of the United States outside the 
continental United States are not required to become members of the Federal Reserve System 
but may, with the consent of the Board, become members of the System. Any such bank 
desiring to be admitted to the System under the provisions of section 19 should communicate 
with the Federal Reserve Bank with which it desires to do business. 

2 A new national bank with no capital or board of directors which is organized by the Federal 
Deposit Insurance Corporation pursuant to the provisions of paragraph (9) of subsection (1) 
of section 12B of the Federal Reserve Act, as amended, should not apply for stock of the 
Federal Reserve Bank of its district until it is in process of organization as a national bank 
with capital pursuant to the provisions of paragraph (11) of subsection (1) of section 12B of 
the Federal Reserve Act, as amended. 

3 Whenever any State member bank is converted into a national bank under section 5154 of 
the Revised Statutes, as amended by section 8 of the Federal Reserve Act, it may continue 
to hold as a national bank its shares of Federal Reserve Bank stock previously held as a State 
bank, and need not file any application for additional shares of Federal Reserve Bank stock 
or for cancelation of Federal Reserve Bank stock unless the aggregate amount of its capital 
and surplus is increased or decreased, in which event it should file an application for addi- 
tional stock or for cancelation of part of its holdings of such stock, as the case may be, as 
provided in section 3 of this regulation. The certificate of stock issued in the old name of the 
member bank, however, should be surrendered and canceled, and a new certificate should be 
issued in lieu thereof in the new name of the member bank, as provided in section 11 of this 
regulation. 
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Reserve Bank of its district equal to six per cent of the paid-up 4 
capital and surplus of such national bank. If such application be 
found to be in proper form it shall be approved by the Federal Re- 
serve Agent effective if and when the Comptroller of the Currency 
issues to such bank his certificate of authority to commence business. 
If its application be approved, the applying bank shall thereupon ® 
pay the Federal Reserve Bank of its district one-half of the amount 
of its subscription and, upon receipt of advice from the Federal 
Reserve Bank as to the required amount, one-half of one per cent 
of its paid-up subscription for each month from the period of the 
last dividend; and upon receipt of the payment for Federal Reserve 
Bank stock the Federal Reserve Bank shall issue a receipt therefor, 
place the amount in a suspense account, and notify the Comptroller 
of the Currency that it has been received. When the Comptroller 
of the Currency issues to such applying bank his certificate of au- 
thority to commence business the Federal Reserve Bank shall issue 
a stock certificate to the applying bank as of the date upon which 
the Comptroller of the Currency issues his certificate of authority to 
commence business. The remaining half of the subscription of the 
applying bank shall be subject to call when deemed necessary by the 
Board of Governors of the Federal Reserve System. 


SECTION 2. STATE BANKS BECOMING MEMBERS 


Any State bank, Morris Plan bank, or mutual savings bank, as 
defined in the Board’s Regulation H, desiring to become a member 
of the Federal Reserve System shall make application as provided in 
Regulation H, and when such application has been approved by the 
Board of Governors of the Federal Reserve System and all applicable 
requirements have been complied with the Federal Reserve Bank 
shall issue an appropriate certificate of stock as provided in Regu- 
lation H. 


4 Subscriptions to the capital stock of the Federal Reserve Bank must be made in an amount 
at least equal to six per cent of the amount of the capital and surplus of the applying bank 
which is to be paid in at the time the Comptroller of the Currency authorizes it to commence 
business. In order to avoid the necessity of making applications for additional stock in the 
Federal Reserve Bank, as additional installments of the capital and surplus of the applying 
bank are paid in, application may be made for stock in the Federal Reserve Bank in an amount 
equal to six per cent of the authorized capital of the applying bank, plus six per cent of the 
amount of surplus, if any, which the subscribers to the capital of the applying bank have 
agreed to pay in. 

5 Payment may be made, if desired, at any time prior to approval of the application. 
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SECTION 3. INCREASE OR DECREASE OF CAPITAL OR SURPLUS BY 
MEMBER BANKS 


Whenever any member bank shall increase or decrease the aggre- 
gate amount of its paid-up capital® and surplus,’ it shall file with 
the Federal Reserve Agent at the Federal Reserve Bank of its district 
an application on Form 56 for such additional amount or for the 
cancelation of such amount, as the case may be, of the capital stock 
of the Federal Reserve Bank of its district as may be necessary to 
make its total subscription to stock of the Federal Reserve Bank 
equal to six per cent of its combined capital and surplus. After an 
application for additional Federal Reserve Bank stock has been ap- 
proved by the Federal Reserve Agent, the applying member bank 
shall pay to the Federal Reserve Bank of its district one-half of its 
additional subscription, plus one-half of one per cent a month from 
the period of the last dividend on such Federal Reserve Bank stock, 
whereupon the appropriate certificate of stock shall be issued by the 
Federal Reserve Bank. The remaining half of such additional sub- 
scription shall be subject to call when deemed necessary by the Board 
of Governors of the Federal Reserve System. After an application 
for the cancelation of Federal Reserve Bank stock has been approved 
by the Federal Reserve Agent, the Federal Reserve Bank shall accept 
and cancel the stock which the applying bank is required to surrender, 
and shall pay to the member bank a sum equal to all cash paid sub- 
scriptions made on the stock canceled with one-half of one per cent 
a month from the period of the last dividend, not to exceed the book 
value thereof. 


SECTION 4. INCREASE OR DECREASE OF DEPOSITS BY MUTUAL SAVINGS BANKS 


Whenever, as shown by the last report of condition as of a date 
preceding January 1 or July 1 of each year, the total deposit liabilities 
of a mutual savings bank which is a member of the Federal Reserve 
System shall have increased or decreased since the last adjustment 
of its holdings of Federal Reserve Bank stock, the bank shall file 


6In view of the provisions of section 9 of the Federal Reserve Act, as amended June 16, 1934, 
the amount of outstanding capital notes and debentures legally issued by the applying bank and 
purchased by the Reconstruction Finance Corporation should be included, and the amount sold 
to others should not be included, in determining the amount of Federal Reserve Bank stock 
which a member bank is required to hold. 

7In the case of a member bank which sets up a reserve for dividends payable in common 
stock, whether in connection with the retirement of preferred stock, capital notes or debentures 
or otherwise, such reserve shall be regarded as surplus for the purpose of determining the 
amount of Federal Reserve Bank stock which the bank is required to hold, provided such reserve 
is established pursuant to a resolution of the board of directors of the bank involved, will 
become a part of the permanent capital of the bank and will not be used for any other 
purpose than the payment of dividends in common stock. 
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with the Federal Reserve Agent at the Federal Reserve Bank of its 
district an application on Form 56a for such additional amount or 
for the cancelation of such amount, as the case may be, of the 
capital stock of the Federal Reserve Bank of its district as may be 
necessary to make its total subscription to stock of the Federal Re- 
serve Bank equal to six-tenths of one per cent of its total deposit 
liabilities as shown by such last report of condition. After an appli- 
cation for additional Federal Reserve Bank stock has been approved 
by the Federal Reserve Agent, the applying member bank shall pay 
to the Federal Reserve Bank of its district one-half of the amount 
of its additional subscription, plus one-half of one per cent a month 
from the period of the last dividend on such Federal Reserve Bank 
stock, whereupon the appropriate certificate of stock shall be issued 
by the Federal Reserve Bank. The remaining one-half of such addi- 
tional subscription shall be subject to call when deemed necessary 
by the Board of Governors of the Federal Reserve System. After 
an application for the cancelation of Federal Reserve Bank stock 
has been approved by the Federal Reserve Agent, the Federal Reserve 
Bank shall accept and cancel the stock which the applying bank is 
required to surrender and shall pay to the member bank a sum equal 
to all cash paid subscriptions made on the stock canceled with one- 
half of one per cent a month from the period of the last dividend, not 
to exceed the book value thereof. In the case of any mutual savings 
bank which is not permitted by the laws under which it was organized 
to purchase stock in the Federal Reserve Bank and has a deposit 
with the Federal Reserve Bank in lieu of such subscription, such 
deposit shall be adjusted in the same manner as subscriptions for 
stock. 


SECTION 5. CONSOLIDATION OF MEMBER BANKS 


Whenever two or more member banks consolidate and such con- 
solidation results in the consolidated bank acquiring by operation of 
law * the Federal Reserve Bank stock owned by the other consolidating 


8 Section 5 of the Federal Reserve Act provides that ‘“‘Shares of the capital stock of Federal 
Reserve Banks owned by member banks shall not be transferred or hypothecated.’’? This pro- 
vision prevents a transfer of Federal Reserve Bank stock by purchase, but does not prevent a 
transfer by operation of law. When there is a merger of member banks involving the liquidation 
of one of such banks and the purchase of the assets of the liquidating bank by the bank 
continuing in existence, or where one member bank purchases all or a substantial portion of 
the assets of another member bank, the latter being put into liquidation, it is necessary for the 
liquida‘ing bank to surrender its Federal Reserve Bank stock and for the purchasing bank, if 
its capital and surplus is increased or decreased, to adjust its holdings of Federal Reserve Bank 
stock as provided in section 3 of this regulation. 

If member banks consolidate, under a statute which does not require the liquidation of any 
of the consolidating banks, and the assets and obligations of the consolidating banks are trans- 
ferred to the consolidated bank by operation of law, the consolidated bank becomes the owner 
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bank or banks, and which also results in the consolidated bank 
having an aggregate capital and surplus in excess of, or less than, the 
aggregate capital and surplus of the consolidating member banks, 
such consolidated bank shall file with the Federal Reserve Agent at 
the Federal Reserve Bank of its district an application on Form 56 
for such additional amount, or for the cancelation of such amount, 
as the case may be, of the capital stock of the Federal Reserve Bank 
of its district as may be necessary to make its total subscription to 
the stock of the Federal Reserve Bank equal to six per cent of its 
combined capital and surplus, as provided in section 3 of this regula- 
tion. In the case of any such consolidation the consolidated bank 
shall surrender to the Federal Reserve Bank the certificates of Federal 
Reserve Bank stock held by the consolidated bank and a new cer- 
tificate will be issued as provided in section 11. 


SECTION 6. INSOLVENCY OF MEMBER BANK 


Whenever a member bank shall be declared insolvent and a re- 
ceiver ® appointed by the proper authorities, such receiver shall, within 
three months from the date of his appointment, file with the Federal 
Reserve Agent at the Federal Reserve Bank of the district an applica- 
tion on Form 87 for the cancelation of the stock held by such in- 
solvent member bank and for the refund of all balances due to it. 
If the receiver shall fail to make such application within the time 
specified, the Federal Reserve Agent shall report the facts to the 
board of directors of the Federal Reserve Bank with a recommenda- 
tion as to the action to be taken, whereupon the board of directors 
of the Federal Reserve Bank will either issue an order to cancel such 
stock, or, if the circumstances warrant it, grant the receiver additional 
time in which to file an application. Upon approval of such an appli- 
cation by the Federal Reserve Agent, or upon the issuance of such 
an order, the Federal Reserve Bank shall cancel such stock and shall 
adjust accounts between the member bank and the Federal Reserve 
Bank by applying to any indebtedness of the insolvent member bank 
to such Federal Reserve Bank all cash paid subscriptions made on 
the stock canceled with one-half of one per cent a month from the 
period of the last dividend, not to exceed the book value thereof, and 
the balance, if any, shall be paid to the duly authorized receiver of 
such insolvent member bank. 





of the Federal Reserve Bank stock of the consolidating banks as soon as the consolidation takes 
effect and such stock need not be surrendered. A consolidation under the act of Congress 
entitled ‘‘An act to provide for the consolidation of national banking associations,’’ approved 
Nov. 7, 1918, as amended, meets ajl of these conditions. 

® The term “‘receiver’’ includes any person, cominission or other agency charged by law with 
the duty of winding up the affairs of the bank. 
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SECTION 7. VOLUNTARY LIQUIDATION OF MEMBER BANKS 


Whenever a member bank goes into voluntary liquidation, the 
liquidating agent or some other person or persons duly authorized 
by the stockholders or board of directors to act on behalf of such 
bank shall, within three months from the date of the vote to place 
such bank in voluntary liquidation, file with the Federal Reserve 
Agent at the Federal Reserve Bank of the district an application on 
Form 86 for the cancelation of the stock held by it and for the 
refund of all balances due to such liquidating member bank. If such 
application be not filed within the time specified, the Federal Reserve 
Agent shall report the facts to the board of directors of the Federal 
Reserve Bank with a recommendation as to the action to be taken, 
whereupon the board of directors of the Federal Reserve Bank will 
either issue an order to cancel such stock, or, if the circumstances 
warrant it, grant additional time in which to file an application. 
Upon approval of such an application by the Federal Reserve Agent, 
or upon the issuance of such an order, the Federal Reserve Bank shall 
cancel such stock and shall adjust accounts between the liquidating 
member bank and the Federal Reserve Bank by applying to any 
indebtedness of the liquidating member bank to such Federal Reserve 
Bank all cash paid subscriptions made on the stock canceled with one- 
half of one per cent a month from the period of the last dividend, not 
to exceed the book value thereof, and the balance, if any, shall be 
paid to the duly authorized agent of such liquidating member bank. 


SECTION 8. OTHER CLOSED NATIONAL BANKS 


Whenever a national bank which has not gone into liquidation as 
provided in section 5220 of the Revised Statutes of the United States, 
as amended, and for which a receiver has not been appointed, shall 
discontinue its banking operations for a period of sixty days, the 
Federal Reserve Agent shall report the facts to the Comptroller of 
the Currency with a statement of his reasons as to whether a receiver 
should be appointed for the national bank. If such receiver be ap- 
pointed, the Federal Reserve Bank stock held by the national bank 
shall be canceled in the manner described in section 6 of this regula- 
tion. Whenever a national bank has been placed in the hands of a 
conservator, the Federal Reserve Bank stock held by such bank may 
be canceled upon submission of an application by the conservator 
in the same manner as provided in section 6 of this regulation; pro- 
vided a certificate is furnished by the Comptroller of the Currency 
to the effect that the conservator has been authorized to apply for 
the cancelation of Federal Reserve Bank stock, and that the bank is 
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to be liquidated and is not to be permitted to resume business or to 
reorganize. 


SECTION 9. OTHER CLOSED STATE MEMBER BANKS 


Whenever a State member bank, as defined in the Board’s Regula- 
tion H, shall cease to exercise banking functions without being placed 
in liquidation in accordance with the laws of the State in which it 
is located and without a receiver !° having been appointed for it and 
such bank has not within sixty days of the cessation of banking 
functions applied for withdrawal from membership in the Federal 
Reserve System as provided in the Board’s Regulation H, the Federal 
Reserve Agent at the Federal Reserve Bank of the district in which 
such State member bank is located shall furnish the Board of 
Governors of the Federal Reserve System with full information with 
reference to the facts involved in the case and with a definite recom- 
mendation as to whether the Board should require the State member 
bank to surrender its stock in the Federal Reserve Bank and to forfeit 
all rights and privileges of membership in the Federal Reserve System. 
Upon receipt of this advice, if termination of the membership of the 
State member bank appears desirable, the Board will give the mem- 
ber bank notice of the date upon which a hearing will be held to 
determine whether its membership should be forfeited. If, after such 
hearing, the membership of a State member be forfeited, the Board 
will direct the Federal Reserve Bank of the Federal Reserve district 
in which the member bank is located to cancel the Federal Reserve 
Bank stock it holds and make appropriate refund thereon. 


SECTION 10. VOLUNTARY WITHDRAWALS FROM MEMBERSHIP 


Any State member bank desiring to withdraw from membership 
in the Federal Reserve System shall follow the procedure set forth 
in Regulation H, and when all applicable requirements of that regula- 
tion have been complied with the Federal Reserve Bank shall cancel 
the stock held by the member bank and make appropriate refund 
thereon. 


SECTION 11. CANCELATION OF OLD AND ISSUE OF NEW STOCK CERTIFICATES 


Whenever a member bank changes its name it shall surrender to 
the Federal Reserve Bank the certificate of Federal Reserve Bank 
stock which was issued to it under its old name. If the Federal 
Reserve Bank has or is furnished with proper proof of the change of 
name, it shall cancel the certificate so surrendered and shall issue in 





10 The term ‘‘receiver’’ includes any person, commission or other agency charged by law with 
the duty of winding up the affairs of the bank. 
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lieu thereof to and in the name of the member bank surrendering it 
a new certificate for the number of shares represented by the certifi- 
cate so surrendered. If a member bank has filed an application for 
an increase or a decrease in its holdings of Federal Reserve Bank 
stock pursuant to the provisions of section 3 of this regulation, or has 
acquired the Federal Reserve Bank stock from another bank by virtue 
of a consolidation of the kind described in section 5 of this regula- 
tion, it shall surrender the stock certificate previously issued to it 
and the certificate representing any stock so acquired, and the Fed- 
eral Reserve Bank shall issue a new certificate for the number of 
shares represented by the surrendered certificate or certificates de- 
creased by the number of shares canceled or increased by the number 
of additional shares to be issued. 


SECTION 12. BOARD FORMS 


All forms referred to in this regulation and all such forms as they 
may be amended from time to time shall be a part of this regulation. 


APPENDIX 


Section 2 of the Federal Reserve Act reads in part as follows: 


Under regulations to be prescribed by the organization commit- 
tee, every national banking association in the United States is hereby 
required, and every eligible bank in the United States and every 
trust company within the District of Columbia, is hereby authorized 
to signify in writing, within sixty days after the passage of this Act, 
its acceptance of the terms and provisions hereof. When the organi- 
zation committee shall have designated the cities in which Federal 
reserve banks are to be organized, and fixed the geographical limits 
of the Federal reserve districts, every national banking association 
within that district shall be required within thirty days after notice 
from the organization committee, to subscribe to the capial stock 
of such Federal reserve bank in a sum equal to six per centum of the 
paid-up capital stock and surplus of such bank, one-sixth of the sub- 
scription to be payable on call of the organization committee or of 
the Board of Governors of the Federal Reserve System, one-sixth 
within three months and one-sixth within six months thereafter, and 
the remainder of the subscription, or any part thereof, shall be sub- 
ject to call when deemed necessary by the Board of Governors of 
the Federal Reserve System, said payments to be in gold or gold 
certificates. 

*% % * * 5 * * 

The Board of Governors of the Federal Reserve System is hereby 
empowered to adopt and promulgate rules and regulations governing 
the transfers of said stock. 


Section 5 of the Federal Reserve Act reads as follows: 


Sec. 5. The capital stock of each Federal reserve bank shall be 
divided into shares of $100 each. The outstanding capital stock shall 
be increased from time to time as member banks increase their capital 
stock and surplus or as additional banks become members, and may 
be decreased as member banks reduce their capital stock or surplus 
or cease to be members. Shares of the capital stock of Federal reserve 
banks owned by member banks shall not be transferred or hypothe- 
cated. When a member bank increases its capital stock or surplus, 
it shall thereupon subscribe for an additional amount of capital stock 
of the Federal reserve bank of its district equal to six per centum of 
the said increase, one-half of said subscription to be paid in the 
manner hereinbefore provided for original subscription, and one-half 
subject to call of the Board of Governors of the Federal Reserve 
System. A bank applying for stock in a Federal reserve bank at any 
time after the organization thereof must subscribe for an amount of 
the capital stock of the Federal reserve bank equal to six per centum 
of the paid-up capital stock and surplus of said applicant bank, pay- 
ing therefor its par value plus one-half of one per centum a month 
from the period of the last dividend. When a member bank reduces 
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its capital stock or surplus it shall surrender a proportionate amount 
of its holdings in the capital stock of said Federal Reserve bank. Any 
member bank which holds capital stock of a Federal Reserve bank 
in excess of the amount required on the basis of 6 per centum of its 
paid-up capital stock and surplus shall surrender such excess stock. 
When a member bank voluntarily liquidates it shall surrender all 
of its holdings of the capital stock of said Federal Reserve bank and 
be released from its stock subscription not previously called. In any 
such case the shares surrendered shall be canceled and the member 
bank shall receive in payment therefor, under regulations to be pre- 
scribed by the Board of Governors of the Federal Reserve System, 
a sum equal to its cash-paid subscriptions on the shares surrendered 
and one-half of 1 per centum a month from the period of the last 
dividend, not to exceed the book value thereof, less any liability of 
such member bank to the Federal Reserve bank. 


Section 6 of the Federal Reserve Act reads as follows: 


Sec. 6. If any member bank shall be declared insolvent and a 
receiver appointed therefor, the stock held by it in said Federal 
reserve bank shall be canceled, without impairment of its lability, 
and all cash-paid subscriptions on said stock, with one-half of 1 per 
centum per month from the period of last dividend, if earned, not 
to exceed the book value thereof, shall be first applied to all debts 
of the insolvent member bank to the Federal reserve bank, and the 
balance, if any, shall be paid to the receiver of the insolvent bank. 

If any national bank which has not gone into liquidation as pro- 
vided in section 5220 of the Revised Statutes (United States Code, 
title 12, section 181) and for which a receiver has not already been 
appointed for other lawful cause, shall discontinue its banking opera- 
tions for a period of sixty days, the Comptroller of the Currency may, 
if he deems it advisable, appoint a receiver for such bank. The stock 
held by the said national bank in the Federal reserve bank of its dis- 
trict shall thereupon be canceled and said national bank shall receive 
in payment therefor, under regulations to be prescribed by the Board 
of Governors of the Federal Reserve System, a sum equal to its cash- 
paid subscriptions on the shares canceled and one-half of 1 per centum 
a month from the period of the last dividend, if earned, not to exceed 
the book value thereof, less any liability of such national bank to the 
Federal reserve bank. 


Section 9 of the Federal Reserve Act reads in part as follows: 


Sec. 9. Any bank incorporated by special law of any State, or 
organized under the general laws of any State or of the United States, 
including Morris Plan banks and other incorporated banking institu- 
tions engaged in similar business, desiring to become a member of 
the Federal Reserve System, may make application to the Board of 
Governors of the Federal Reserve System, under such rules and regu- 
lations as it may prescribe, for the right to subscribe to the stock 
of the Federal reserve bank organized within the district in which 
the applying bank is located. Such application shall be for the same 
amount of stock that the applying bank would be required to sub- 
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scribe to as a national bank. For the purposes of membership of any 
such bank the terms ‘capital’ and ‘capital stock’ shall include the 
amount of outstanding capital notes and debentures legally issued by 
the applying bank and purchased by the Reconstruction Finance 
Corporation. The Board of Governors of the Federal Reserve Sys- 
tem, subject to the provisions of this Act and to such conditions as 
it may prescribe pursuant thereto may permit the applying bank to 
become a stockholder of such Federal reserve bank. 


* * * * * * * 


Whenever the Board of Governors of the Federal Reserve System 
shall permit the applying bank to become a stockholder in the Federal 
reserve bank of the district its stock subscription shall be payable 
on call of the Board of Governors of the Federal Reserve System, 
and stock issued to it shall be held subject to the provisions of this act. 


* * * * * * * 


If at any time it shall appear to the Board of Governors of the 
Federal Reserve System that a member bank has failed to comply 
with the provisions of this section or the regulations of the Board of 
Governors of the Federal Reserve System made pursuant thereto, or 
has ceased to exercise banking functions without a received or liqui- 
dating agent having been appointed therefor, it shall be within the 
power of the board after hearing to require such bank to surrender 
its stock in the Federal reserve bank and to forfeit all rights and 
privileges of membership. * * * 

Any State bank or trust company desiring to withdraw from mem- 
bership in a Federal reserve bank may do so, after six months’ written 
notice shall have been filed with the Board of Governors of the Federal 
Reserve System, upon the surrender and cancelation of all of its 
holdings of capital stock in the Federal reserve bank: Provided, That 
the Board of Governors of the Federal Reserve System, in its discre- 
tion and subject to such conditions as it may prescribe, may waive 
such six months’ notice in individual cases and may permit any such 
State bank or trust company to withdraw from membership in a 
Federal reserve bank prior to the expiration of six months from the 
date of the written notice of its intention to withdraw: Provided, 
however, That no Federal reserve bank shall, except under express 
authority of the Board of Governors of the Federal Reserve System, 
cancel within the same calendar year more than twenty-five per 
centum of its capital stock for the purpose of effecting voluntary with- 
drawals during that year. All such applications shall be dealt with 
in the order in which they are filed with the board. Whenever a 
member bank shall surrender its stock holdings in a Federal reserve 
bank, or shall be ordered to do so by the Board of Governors of the 
Federal Reserve System, under authority of law, all of its rights and 
privileges as a member bank shall thereupon cease and determine, 
and after due provision has been made for any indebtedness due or 
to become due to the Federal reserve bank it shall be entitled to a 
refund of its cash paid subscription with interest at the rate of one- 
half of one per centum per month from date of last dividend, if earned, 
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the amount refunded in no event to exceed the book value of the stock 
at that time, and shall likewise be entitled to repayment of deposits 
and of any other balance due from the Federal reserve bank. 


* *% * % * * % 


Any mutual savings bank having no capital stock (including any 
other banking institution the capital of which consists of weekly or 
other time deposits which are segregated from all other deposits and 
are regarded as capital stock for the purpose of taxation and the 
declaration of dividends), but having surplus and undivided profits 
not less than the amount of capital required for the organization of 
a national bank in the same place, may apply for and be admitted 
to membership in the Federal Reserve System in the same manner 
and subject to the same provisions of law as State banks and trust 
companies, except that any such savings bank shall subscribe for 
capital stock of the Federal reserve bank in an amount equal to 
six-tenths of 1 per centum of its total deposit liabilities as shown by 
the most recent report of examination of such savings bank preceding 
its admission to membership. Thereafter such subscription shall be 
adjusted semiannually on the same percentage basis in accordance 
with rules and regulations prescribed by the Board of Governors of 
the Federal Reserve System. If any such mutual savings bank apply- 
ing for membership is not permitted by the laws under which it was 
organized to purchase stock in a Federal reserve bank, it shall, upon 
admission to the system, deposit with the Federal reserve bank an 
amount equal to the amount which it would have been required to 
pay in on account of a subscription to capital stock. Thereafter such 
deposit shall be adjusted semiannually in the same manner as sub- 
scriptions for stock. Such deposits shall be subject to the same con- 
ditions with respect to repayment as amounts paid upon subscriptions 
to capital stock by other member banks and the Federal reserve bank 
shall pay interest thereon at the same rate as dividends are actually 
paid on outstanding shares of stock of such Federal reserve bank. If 
the laws under which any such savings bank was organized be 
amended so as to authorize mutual savings banks to subscribe for 
Federal reserve bank stock, such savings bank shall thereupon sub- 
scribe for the appropriate amount of stock in the Federal reserve 
bank, and the deposit hereinbefore provided for in lieu of payment 
upon capital stock shall be applied upon such subscription. If the 
laws under which any such savings bank was organized be not 
amended at the next session of the legislature following the admission 
of such savings bank to membership so as to authorize mutual savings 
banks to purchase Federal reserve bank stock, or if such laws be so 
amended and such bank fail within six months thereafter to purchase 
such stock, all of its rights and privileges as a member bank shall be 
forfeited and its membership in the Federal Reserve System shall be 
terminated in the manner prescribed elsewhere in this section with 
respect to State member banks and trust companies. * * * 
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INCREASE OR DECREASE OF CAPITAL STOCK 
OF FEDERAL RESERVE BANKS AND CAN- 
CELATION OF OLD AND ISSUE OF 
NEW STOCK CERTIFICATES 
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AMENDMENT TO REGULATION I 


ISSUED BY THE BOARD oF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective January 3, 1959, Regulation I is amended by eliminat- 
ing from Footnote 1 thereof the words “in Alaska or”. 
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OF FEDERAL RESERVE BANKS AND CAN- 
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AMENDMENT TO REGULATION | 


ISSUED BY THE BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective August 21, 1959, footnote 1 of Regulation I is amended 
to read as follows: 


l Under the provisions of section 19 of the Federal Reserve Act, national banks 
located in a dependency or insular pessession or any part of the United States out- 
side the States of the United States and the District of Columbia are not required to 
become members of. the Federal Reserve System but may, with the consent of the 
Board, become members of the System. Any such bank desiring to be admitted to the 
System under the provisions of section 19 should communicate with the Federal 
Reserve Bank with which it desires to do business. 
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REGULATION J 


This Regulation has been amended 
and will become effective on September 1, 1930 
in the form printed herewith 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1930 
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REGULATION J, SERIES OF 1930 
(Superseding Regulation J of 1929) 
CHECK CLEARING AND COLLECTION 


SECTION I. STATUTORY PROVISIONS 


Section 16 of the Federal reserve act authorizes the Federal Re- 
serve Board to require each Federal reserve bank to exercise the 
function of a clearing house for its member banks, and section 13 of 
the Federal reserve act, as amended by the act approved June 21, 
1917, authorizes each Federal reserve bank to receive from any non- 


member bank or trust company, solely for the purposes of exchange 


or of collection, deposits of current funds in lawful money, national- 
bank notes, Federal reserve notes, checks and drafts payable upon 
presentation, or maturing notes and bills, provided such nonmember 
bank or trust company maintains with its Federal reserve bank a 
balance sufficient to offset the items in transit held for its account by 
the Iederal reserve bank. 


SECTION II. GENERAL REQUIREMENTS 


In pursuance of the authority vested in it under these provisions of 
law, the Federal Reserve Board, desiring to afford both to the public 
and to the various banks of the country a direct, expeditious, and 
economical system of check collection and settlement of balances, has 
arranged to have each Federal reserve bank exercise the functions of 
a clearing house and collect checks for such of its member banks as 
desire to avail themselves of its privileges and for such nonmember 
State banks and trust companies as may maintain with the Federal 
reserve bank balances sufficient to qualify them under the provisions 
of section 13 to send items to Federal reserve banks for purposes of 
exchange or of collection. Such nonmember State banks and trust 
companies will hereinafter be referred to as nonmember clearing 
banks. 

Each Federal reserve bank shall exercise the functions of a clear- 
ing house and collect checks under the general terms and conditions 
hereinafter set forth, and each member bank and nonmember clear- 
ing bank shall cooperate fully in the system of check clearance and 
collection for which provision is herein made. 


SECTION III. CHECKS RECEIVED FOR COLLECTION 


(1) Each Federal reserve bank will receive at par from its member 
banks and from nonmember clearing banks in its district, checks? 





1A check is generally defined as a draft or order upon a bank or banking house, pur- 
porting to be drawn upon a deposit of funds, for the payment at all events of a certain 
sum of money to the order of a certain person therein named, or to him or his order, or 
to bearer, and payable on demand. 
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drawn on all member and nonmember clearing banks, and checks 
drawn on all other nonmember banks which are collectible at par in 
funds acceptable to the collecting Federal reserve bank. 

(2) Each Federal reserve bank will receive at par from other 
[federal reserve banks, and from all member and nonmember clearing 
banks in other Federal reserve districts which are authorized to route 
direct for the credit of their respective Federal reserve banks, checks 
drawn on all member and nonmember clearing banks of its district, 
and checks drawn on all other nonmember banks of its district which 
are collectible at par in funds acceptable to the collecting Federal 
reserve bank, 

(3) No Federal reserve bank shall receive on deposit or for col- 
lection any check drawn on any nonmember bank which can not be 
collected at par in funds acceptable to the collecting Federal reserve 


bank, 


SECTION IV. TIME SCHEDULE AND AVAILABILITY OF CREDITS 


(1) Each Federal reserve bank will publish a time schedule show- 
ing the time at which any item sent to it will be counted as reserve 
and become available for withdrawal or other use by the sending 
bank. For all checks received, the sending bank will be given im- 
mediate credit, or deferred credit, in accordance with such time 
schedule, and as provided below. . 

(2) For all such checks as are received for immediate credit in 
accordance with such time schedule, immediate credit, subject to 
final payment, will be given upon the books of the Federal reserve 
bank at full face value in the reserve account or clearing account 
upon day of receipt, and the proceeds will at once be counted as 
reserve and become available for withdrawal or other use by the 
sending bank, provided, however, that the Federal reserve bank may 
in its discretion refuse at any time to permit the withdrawal or other 
use of credit given for any item for which the Federal reserve bank 
has not yet received payment in actually and finally collected funds. 

(3) For all such checks as are received for deferred credit in 
accordance with such time schedule, deferred credit, subject to final 
payment, will be entered upon the books of the Federal reserve bank 
at full face value, but the proceeds will not be counted as reserve 
nor become available for withdrawal or other use by the sending 
bank until such time as may be specified in such time schedule, 
at which time credit will be transferred from the deferred account 
to the reserve account or clearing account subject to final payment 
and will then be counted as reserve and become available for with- 
drawal or other.use by the sending bank, provided, however, that the 





4For rules for computation of reserves and penalties for deficiencies in reserves, see 
Regulation D, Secs. III and IV. 
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Federal reserve bank may in its discretion refuse at any time to 
permit the withdrawal or other use of credit given for any item for 
which the Federal reserve bank has not yet received payment in 
actually and finally collected funds. 


SECTION V. TERMS OF COLLECTION 


The Federal Reserve Board hereby authorizes the Federal reserve 
banks to handle such checks subject to the following terms and con- 
ditions; and each member and nonmember clearing bank which 
sends checks to any Federal reserve bank for deposit or collection 
shall by such action be deemed (a) to authorize the Federal reserve 
banks to handle such checks subject to the following terms and 
conditions, (b) to warrant its own authority to give the Federal 
reserve banks such authority, and (c) to agree to indemnify any 
I*ederal reserve bank for any loss resulting from the failure of such 
sending bank to have such authority. 

(1) A Federal reserve bank will act only as agent of the bank 
from which it receives such checks and will assume no liability 
except for its own negligence and its guaranty of prior indorsements. 

(2) A Federal reserve bank may present such checks for payment 
or send such checks for collection direct to the bank on which they 
are drawn or at which they are payable, or in its discretion may 
forward them to another agent with authority to present them for 
payment or send them for collection direct to the bank on which they 
are drawn or at which they are payable. 

(3) A Federal reserve bank may, in its discretion and at its 
option, either directly or through or from. an agent, accept in 
payment of or in remittance for such checks, cash, bank drafts, trans- 
fers of funds or bank credits, or other forms of payment or remit- 
tance, acceptable to the collecting Federal reserve bank. The Fed- 
eral reserve bank shall not be liable for the failure of the drawee 
bank or any agent to pay or remit for such checks, nor for any 
loss resulting from the acceptance from the drawee bank or any 
collecting agent, in leu of cash, of any other form of payment or 
remittance authorized herein, nor for the nonpayment of, or failure 
to realize upon, any bank draft or other medium of payment or 
remittance which may be accepted from the drawee bank or any 
collecting agent. 

(4) Checks received by a Federal reserve bank which are pay- 
able in its own district will ordinarily be forwarded or presented 
direct to the banks on which they are drawn, and such banks will 
be required to remit or pay therefor at par in such one or more 
of the forms of payment or remittance authorized under paragraph 
(3) hereof as may be acceptable to the Federal reserve bank. 
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(5) Checks received by a Federal reserve bank payable in other 
districts will ordinarily be forwarded for collection to the Federal 
reserve bank of the district in which such checks are payable; pro- 
vided, however, that, where arrangements can be made satisfactory 
to the collecting bank or agent and to the Federal reserve bank of 
the district in which such checks are payable, any such checks may 
be forwarded for collection direct to the bank on which they are 
drawn or at which they are payable, or may be forwarded for 
collection to another agent with authority to present them for pay- 
ment direct to the bank on which they are drawn or at which 
they are payable. All such checks shall be handled subject to all 
the terms and conditions of this regulation. 

(6) Bank drafts received by a Federal reserve bank in payment 
of or in remittance for checks handled under the terms of this 
regulation shall likewise be handled for collection subject to all 
the terms and conditions of this regulation. 

(7) The amount of any check for which payment in actually and 
finally collected funds is not received shall be charged back to the 
forwarding bank, regardless of whether or not the check itself can 
be returned. In such event, neither the owner or holder of any such 
check, nor the bank which sent such check to the Federal reserve 
bank for collection shall have any right of recourse upon, interest 
in, or right of payment from, any reserve balance, clearing account, 
deposit account, or other such fund of the drawee bank or of any 
bank to which such checks have been.sent for collection, in the pos- 
session of the Federal reserve bank. No draft, authorization to 
charge, or other order, upon any reserve balance, clearing account, 
deposit account, or other such funds of a paying, remitting, or col- 
lecting bank in the possession of a Federal reserve bank, issued 
for the purpose of settling items handled under the terms of this 
regulation will be paid, acted upon, or honored after receipt by such 
Federal reserve bank of notice of suspension or closing of such pay- 
ing, remitting, or collecting bank. 


SECTION VI. OTHER RULES AND REGULATIONS 


Each Federal reserve bank shall also promulgate rules and regu- 
lations not inconsistent with the terms of the law or of this regula- 
tion, governing the details of its check clearing and collection opera- 
tions. Such rules and regulations shall be set forth by the Federal 
reserve banks in their letters of instruction to their member and 
nonmember clearing banks and shall be binding upon any member 
or nonmember clearing bank which sends any check to such Federal 
reserve bank for collection or to any other Federal reserve bank for 
the account of such Federal reserve bank for collection. 
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Reserve banks, and from all member and nonmember clearing banks 
in other Federal Reserve districts which are authorized to route direct 
for the credit of their respective Federal Reserve banks, checks? 
drawn on all member and nonmember clearing banks of its district, 
and checks drawn on all other nonmember banks of its district which 
are collectible at par in funds acceptable to it. 

(2) Each Federal Reserve bank may receive at par from Sasi 
and nonmember clearing banks in its district, checks drawn on all 
member and nonmember clearing banks in other Federal Reserve 
districts, and checks drawn on all other nonmember banks in other 
Federal Reserve districts which are collectible at par in funds accept- 
able to the collecting Federal Reserve bank. 

(3) No Federal Reserve bank shall receive on deposit or for col- 
lection any check drawn on any nonmember bank which cannot be 
collected at par in funds acceptable to the Federal Reserve bank. 


SECTION 4. TIME SCHEDULE AND AVAILABILITY OF CREDITS 


(1) Each Federal Reserve bank will publish a time schedule show- 
ing the time at which any item sent to it will be counted as reserve 
and become available for withdrawal or other use by the sending 
bank. For all checks received, the sending bank will be given imme- 
diate credit, or deferred credit, in accordance with such time sched- 
ule, and as provided below. 

(2) For all such checks as are received for immediate credit in 
accordance with such time schedule, immediate credit, subject to final 
payment, will be given upon the books of the Federal Reserve bank 
at full face value in the reserve account or clearing account upon day 
of receipt, and the proceeds will at once be counted as reserve and 
become available for withdrawal or other use by the sending bank; 
provided, however, that the Federal Reserve bank may in its discre- 
tion refuse at any time to permit the withdrawal or other use of 
credit given for any item for which the Federal Reserve bank has 
not yet received payment in actually and finally collected funds. 

(3) For all such checks as are received for deferred credit in accord- 
ance with such time schedule, deferred credit, subject to final pay- 
ment, will be entered upon the books of the Federal Reserve bank at 
full face value, but the proceeds will not be counted as reserve nor 
become available for withdrawal or other use by the sending bank 
until such time as may be specified in such time schedule,? at which 


1A check is generally defined as a draft or order upon a bank or banking house, purporting to 
be drawn upon a deposit of funds, for the payment at all events of a certain sum of money 
to the order of a certain person ‘therein named, or to him or his order, or to bearer, and 
pavable on demand. 

2 For rules for computation of reserves and penalties for deficiencies in reserves, see Regulation 
D, Secs. 2 and 3. 
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time credit will be transferred from the deferred account to the re- 
serve account or clearing account subject to final payment and will 
then be counted as reserve and become available for withdrawal or 
other use by the sending bank; provided, however, that the Federal 
Reserve bank may in its discretion refuse at any time to permit the 
withdrawal or other use of credit given for any item for which the 
Federal Reserve bank has not yet received payment in actually and 
finally collected funds. 


SECTION 5. TERMS OF COLLECTION 

The Board of Governors of the Federal Reserve System hereby 
authorizes the Federal Reserve banks to handle such checks subject 
to the following terms and conditions; and each member and non- 
member clearing bank which sends checks to any Federal Reserve 
bank for deposit or collection shall by such action be deemed (a) to 
authorize the Federal Reserve banks to handle such checks subject 
to the following terms and conditions; (b) to warrant its own author- 
ity to give the Federal Reserve banks such authority; (c) to agree 
to indemnify any Federal Reserve bank for any loss or expense sus- 
tained (including but not limited to attorneys’ fees and expenses of 
litigation) resulting from the failure of such sending bank to have 
such authority, or resulting from such Federal Reserve bank’s guar- 
anty of prior endorsements, or resulting from any action taken by 
the Federal Reserve bank within the scope of its authority for the 
purpose of collecting such checks; and (d) to guarantee all prior 
endorsements on such checks whether or not a specific guaranty is 
incorporated in an endorsement of the sending bank. 

(1) A Federal Reserve bank will act only as agent of the bank 
from which it receives such checks and will assume no liability except 
for its own negligence and its guaranty of prior endorsements. 

(2) A Federal Reserve bank may present such checks for payment 
or send such checks for collection direct to the bank on which they 
are drawn or at which they are payable, or in its discretion may 
forward them to another agent with authority to present them for 
payment or send them for collection direct to the bank on which 
they are drawn or at which they are payable. 

(3) A Federal Reserve bank may, in its discretion and at its option, 
either directly or through or from an agent, accept in payment of or 
in remittance for such checks, cash, bank drafts, transfers of funds or 
bank credits, or other forms of payment or remittance, acceptable to 
the collecting Federal Reserve bank. The Federal Reserve bank shall 
not be liable for the failure of the drawee bank or any agent to pay 
or remit for such checks, nor for any loss resulting from the accept- 
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ance from the drawee bank or any collecting agent, in lieu of cash, 
of any other form of payment or remittance authorized herein, nor 
for the nonpayment of, or failure to realize upon, any bank draft or 
other medium of payment or remittance which may be accepted from 
the drawee bank or any collecting agent. 

(4) Checks received by a Federal Reserve bank which are pay- 
able in its own district will ordinarily be forwarded or presented direct 
to the banks on which they are drawn, and such banks will be required 
to remit or pay therefor at par in such one or more of the forms of 
payment or remittance authorized under paragraph (3) hereof as may 
be acceptable to the Federal Reserve bank. 

(5) Checks received by a Federal Reserve bank payable in other 
districts will ordinarily be forwarded for collection to the Federal 
Reserve bank of the district in which such checks are payable; pro- 
vided, however, that, where arrangements can be made satisfactory 
to the collecting bank or agent and to the Federal Reserve bank of 
the district in which such checks are payable, any such checks may 
be forwarded for collection direct to the bank on which they are 
drawn or at which they are payable, or may be forwarded for col- 
lection to another agent with authority to present them for payment 
direct to the bank on which they are drawn or at which they are 
payable. All such checks shall be handled subject to all the terms 
and conditions of this regulation. 

(6) With respect to any check sent direct by a member or non- 
member clearing bank in one district to a Federal Reserve bank in 
another district, the relationships and the rights and liabilities existing 
between the member or nonmember clearing bank, the Federal Reserve 
bank of its district and the Federal Reserve bank to which the check is 
sent will be the same, and the relevant provisions of this regulation will 
apply, as though the member or nonmember clearing bank had sent 
such check to the Federal Reserve bank of its district with its endorse- 
ment and guaranty of prior endorsements and such Federal Reserve 
bank had sent the check to the other Federal Reserve bank with its 
endorsement and guaranty of prior endorsements. 

(7) Bank drafts received by a Federal Reserve bank in payment 
of or in remittance for checks handled under the terms of this regu- 
lation shall likewise be handled for collection subject to all the terms 
and conditions of this regulation. 

(8) The amount of any check for which payment in actually and 
finally collected funds is not received shall be charged back to the 
forwarding bank, regardless of whether or not the check itself can 
be returned. In such event, neither the owner or holder of any such 
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check, nor the bank which sent such check to the Federal Reserve 
bank for collection shall have any right of recourse upon, interest in, 
or right of payment from, any reserve balance, clearing account, 
deposit account, or other funds of the drawee bank or of any bank 
to which such checks have been sent for collection, in the possession 
of the Federal Reserve bank. No draft, authorization to charge, or 
other order, upon any reserve balance, clearing account, deposit 
account, or other funds of a paying, remitting, or collecting bank in 
the possession of a Federal Reserve bank, issued for the purpose of 
settling items handled under the terms of this regulation will be paid, 
acted upon, or honored after receipt by such Federal Reserve bank 
of notice of suspension or closing of such paying, remitting, or col- 
lecting bank. 


SECTION 6. OTHER RULES AND REGULATIONS 
Each Federal Reserve bank may also promulgate rules not incon- 
sistent with the terms of the law or of this regulation, governing the 
sorting, listing, packaging, and transmission of items, and other details 
of its check clearing and collection operations. Such rules and regula- 
tions shall be set forth by the Federal Reserve banks in their letters 
of instruction to their member and nonmember clearing banks and 
shall be binding upon any member or nonmember clearing bank which 
sends any check to such Federal Reserve bank for collection or to any 
other Federal Reserve bank for the account of such Federal Reserve 
bank for collection. 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 


REGULATION J 


As amended, effective January 1, 1949 


CHECK CLEARING AND COLLECTION 


SECTION 1. STATUTORY PROVISIONS 
Section 16 of the Federal Reserve Act authorizes the Board of 
Governors of the Federal Reserve System to require each Federal 
Reserve bank to exercise the functions of a clearing house for its mem- 
ber banks, and section 13 of the Federal Reserve Act, as amended by 
the Act approved June 21, 1917, authorizes each Federal Reserve 
bank to receive from any nonmember bank or trust company, solely 
for the purposes of exchange or of collection, deposits of current 
funds in lawful money, national-bank notes, Federal Reserve notes, 
checks and drafts payable upon presentation, or maturing notes and 
bills, provided such nonmember bank or trust company maintains 
with its Federal Reserve bank a balance sufficient to offset the items 
in transit held for its account by the Federal Reserve bank. 


SECTION 2. GENERAL REQUIREMENTS 

In pursuance of the authority vested in it under these provisions 
of law, the Board of Governors of the Federal Reserve System, desir- 
ing to afford both to the public and to the various banks of the 
country a direct, expeditious, and economical system of check col- 
lection and settlement of balances, has arranged to have each Fed- 
eral Reserve bank exercise the functions of a clearing house and col- 
lect checks for such of its member banks as desire to avail themselves 
of its privileges and for such nonmember State banks and trust com- 
panies as may maintain with the Federal Reserve bank balances suf- 
ficient to qualify them under the provisions of section 13 to send 
items to Federal Reserve banks for purposes of exchange or of col- 
lection. Such nonmember State banks and trust companies will here- 
inafter be referred to as nonmember clearing banks. 

Each Federal Reserve bank shall exercise the functions of a clearing 
house and collect checks under the general terms and conditions here- 
inafter set forth, and each member bank and nonmember clearing 
bank shail cooperate fully in the system of check clearance and col- 
lection for which provision is herein made. 


SECTION 3. CHECKS RECEIVED FOR COLLECTION 
(1) Each Federal Reserve bank shall receive at par from member 
and nonmember clearing banks in its district, from other Federal 
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Reserve banks, and from all member and nonmember clearing banks 
in other Federal Reserve districts which are authorized to route direct 
for the eredit of their respective Federal Reserve banks, checks? 
drawn on all member and nonmember clearing banks of its district, 
and checks drawn on all other nonmember banks of its district which 
are collectible at par in funds acceptable to it. 

(2) Each Federal Reserve bank may receive at par from member 
and nonmember clearing banks in its district, checks drawn on all 
member and nonmember clearing banks in other Federal Reserve 
districts, and checks drawn on all other nonmember banks in other 
Federal Reserve districts which are collectible at par in funds accept- 
able to the collecting Federal Reserve bank. 

(3) No Fedcral Reserve bank shall receive on deposit or for col- 
lection any check drawn on any nonmember bank which cannot be 
collected at par in funds acceptable to the Federal Reserve bank. 


SECTION 4. TIME SCHEDULE AND AVAILABILITY OF CREDITS 


(1) Each Federal Reserve bank will publish a time schedule show- 
ing the time at which any item sent to it will be counted as reserve 
and become available for withdrawal or other use by the sending 
bank. For all checks received, the sending bank will be given imme- 
diate credit, or deferred credit, in accordance with such time sched- 
ule, and as provided below. 

(2) For all such checks as are received for immediate credit in 
accordance with such time schedule, immcdiate credit, subject to final 
payment, will be given upon the books of the Federal Reserve bank 
at full face value in the reserve account or clearing account upon day 
of receipt, and the proceeds will at once be counted as reserve and 
become available for withdrawal or other use by the sending bank; 
provided, however, that the Federal Reserve bank may in its discre- 
tion refuse at any time to permit the withdrawal or other use of 
credit given for any item for which the Federal Reserve bank has 
not yet received payment in actually and finally collected funds. 

(3) For all such checks as are received for deferred credit in accord- 
ance with such time schedule, deferred credit, subject to final pay- 
ment, will be entered upon the books of the Federal Reserve bank at 
full face value, but the proceeds will not be counted as reserve nor 
become available for withdrawal or other use by the sending bank 
until such time as may be specified in such time schedule,? at which 


‘A check is generally defined as a draft or order upon a bank or banking house. 
purporting to be drawn upon a deposit of funds, for the payment at all events of a 
certain sum of money to the order of a certain person therein named, or to him 
or his order, or to bearer, and payable on demand. 

> For rules for computation of reserves and penalties for deficiencies in reserves, 
see Regulation D, Secs. 2 and 3 
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time credit will be transferred from the deferred account to the re- 
serve account or clearing account subject to final payment and will 
then be counted as reserve and become available for withdrawal or 
other use by the sending bank; provided, however, that the Federal 
Reserve bank may in its discretion refuse at any time to permit the 
withdrawal or other use of credit given for any item for which the 
Federal Reserve bank has not yet received payment in actually and 
finally collected funds. 


SECTION 5. TERMS OF COLLECTION 

The Board of Governors of the Federal Reserve System hereby 
authorizes the Federal Reserve banks to handle such checks subject 
to the following terms and conditions; and each member and non- 
member clearing bank which sends checks to any Federal Reserve 
bank for deposit or collection shall by such action be deemed (a) to 
authorize the Federal Reserve banks to handle such checks subject 
to the following terms and conditions; (b) to warrant its own author- 
ity to give the Federal Reserve banks such authority; (c) to agree 
to indemnify any Federal Reserve bank for any loss or expense sus- 
tained (including but not limited to attorneys’ fees and expenses of 
litigation) resulting from the failure of such sending bank to have 
such authority, or resulting from such Federal Reserve bank’s guar- 
anty of prior endorsements, or resulting from any action taken by 
the Federal Reserve bank within the scope of its authority for the 
purpose of collecting such checks; and (d) to guarantee all prior 
endorsements on such checks whether or not a specific guaranty is 
incorporated in an endorsement of the sending bank. 

(1) A Federal Reserve bank will act only as agent of the bank 
from which it receives such checks and will assume no liability except 
for its own negligence and its guaranty of prior endorsements. 

(2) A Federal Reserve bank may present such checks for payment 
or send such checks for collection direct to the bank on which they 
are drawn or at which they are payable, or in its discretion may 
forward them to another agent with authority to present them for 
payment or send them for collection direct to the bank on which 
they are drawn or at which they are payable. A Federal Reserve 
bank, or any agent to which such checks are forwarded by a Federal 
Reserve bank, may present such checks pursuant to any special col- 
lection agreement not inconsistent with the terms of this regulation 
or may present them through a clearing house subject to the rules 
and practices thereof. 

(3) A Federal Reserve bank may, in its discretion and at its option, 
either directly or through or from an agent, accept in payment of or 
in remittance for such checks, cash, bank drafts, transfers of funds or 
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bank credits, or other forms of payment or remittance, acceptable to 
the collecting Federal Reserve bank. The Federal Reserve bank shall 
not be liable for the failure of the drawee bank or any agent to pay 
or remit for such checks, nor for any loss resulting from the accept- 
ance from the drawee bank or any collecting agent, in lieu of cash, 
of any other form of payment or remittance authorized herein, nor 
for the nonpayment of, or failure to realize upon, any bank draft or 
other medium of payment or remittance which may be accepted from 
the drawee bank or any collecting agent. 

(4) Any check which a Federal Reserve bank or an agent thereof 
presents to the drawee bank for payment or sends to the drawee bank 
for collection, and for which remittance or settlement is made by the 
drawee bank on the day on which it receives* such check, may be 
returned for credit or refund at any time prior to midnight of the 
drawee’s next business day following such day of receipt or prior to 
the time provided by applicable clearing house rule or special collec- 
tion agreement, whichever is earlier, except that this paragraph shall 
not apply to checks presented over the counter. 

(5) Checks received by a Federal Reserve bank which are pay- 
able in its own district will ordinarily be forwarded or presented direct 
to the banks on which they are drawn, and such banks will be required 
to remit or pay therefor at par in such one or more of the forms of 
payment or remittance authorized under paragraph (3) hereof as may 
be acceptable to the Federal Reserve bank. 

(6) Checks received by a Federal Reserve bank payable in other 
districts will ordinarily be forwarded for collection to the Federal 
Reserve bank of the district in which such checks are payable; pro- 
vided, however, that, where arrangements can be made satisfactory 
to the collecting bank or agent and to the Federal Reserve bank of 
the district in which such checks are payable, any such checks may 
be forwarded for collection direct to the bank on which they are 
drawn or at which they are payable, or may be forwarded for col- 
lection to another agent with authority to present them for payment 
direct to the bank on which they are drawn or at which they are 
payable. All such checks shall be handled subject to all the terms 
and conditions of this regulation. 

(7) With respect to any check sent direct by a member or non- 
member clearing bank in one district to a Federal Reserve bank in 

°A check received by a drawee bank on a day other than its business day, or 
received on a business day after its regular business hours or during afternoon or 


evening periods when it has reopened (or remained open) for limited functions. 
shall be deemed to have been received on its next succeeding business day. 
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another district, the relationships and the rights and liabilities existing 
between the member or nonmember clearing bank, the Federal Reserve 
bank of its district and the Federal Reserve bank to which the check is 
sent will be the same, and the relevant provisions of this regulation will 
apply, as though the member or nonmember clearing bank had sent 
such check to the Federal Reserve bank of its district with its endorse- 
ment and guaranty of prior endorsements and such Federal Reserve 
bank had sent the check to the other Federal Reserve bank with its 
endorsement and guaranty of prior endorsements. 

(8) Bank drafts received by a Federal Reserve bank in payment 
of or in remittance for checks handled under the terms of this regu- 
lation shall likewise be handled for collection subject to all the terms 
and conditions of this regulation. 

(9) The amount of any check for which payment in actually and 
finally collected funds is not received shall be charged back to the 
forwarding bank, regardless of whether or not the check itself can 
be returned. In such event, neither the owner or holder of any such 
check, nor the bank which sent such check to the Federal Reserve 
bank for collection shall have any right of recourse upon, interest in, 
or right of payment from, any reserve balance, clearing account, 
deposit account, or other funds of the drawee bank or of any bank 
to which such checks have been sent for collection, in the possession 
of the Federal Reserve bank. No draft, authorization to charge, or 
other order, upon any reserve balance, clearing account, deposit 
account, or other funds of a paying, remitting, or collecting bank in 
the possession of a Federal Reserve bank, issued for the purpose of 
settling items handled under the terms of this regulation will be paid, 
acted upon, or honored after receipt by such Federal Reserve bank 
of notice of suspension or closing of such paying, remitting, or col- 
lecting bank. 


SECTION 6. OTHER RULES AND REGULATIONS 

Each Federal Reserve bank may also promulgate rules not incon- 
sistent with the terms of the law or of this regulation, governing the 
details of its operations in clearing and collecting checks and other 
cash items. Such rules shall be set forth by the Federal Reserve bank 
in its letters of instruction to its member and nonmember clearing 
banks and shall be binding upon any member or nonmember clearing 
bank which sends any check or other cash item to such Federal Re- 
serve bank for collection or to any other Federal Reserve bank for 
the account of such Federal Reserve bank for collection. 
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REGULATION J 


This Regulation as printed herewith is in the 
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INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 


REGULATION J 


As amended, effective January 1, 1949 


CHECK CLEARING AND COLLECTION 


SECTION 1. STATUTORY PROVISIONS 

Section 16 of the Federal Reserve Act authorizes the Board of 
Governors of the Federal Reserve System to require each Federal 
Reserve bank to exercise the functions of a clearing house for its mem- 
ber banks, and section 13 of the Federal Reserve Act, as amended by 
the Act approved June 21, 1917, authorizes each Federal Reserve 
bank to receive from any nonmember bank or trust company, solely 
for the purposes of exchange or of collection, deposits of current 
funds in lawful money, national-bank notes, Federal Reserve notes, 
checks and drafts payable upon presentation, or maturing notes and 
bills, provided such nonmember bank or trust company maintains 
with its Federal Reserve bank a balance sufficient to offset the items 
in transit held for its account by the Federal Reserve bank. 


SECTION 2. GENERAL REQUIREMENTS 

In pursuance of the authority vested in it under these provisions 
of law, the Board of Governors of the Federal Reserve System, desir- 
ing to afford both to the public and to the various banks of the 
country a direct, expeditious, and economical system of check col- 
lection and settlement of balances, has arranged to have each Fed- 
eral Reserve bank exercise the functions of a clearing house and col- 
lect checks for such of its member banks as desire to avail themselves 
of its privileges and for such nonmember State banks and trust com- 
panies aS may maintain with the Federal Reserve bank balances suf- 
ficient to qualify them under the provisions of section 13 to send 
items to Federal Reserve banks for purposes of exchange or of col- 
lection. Such nonmember State banks and trust companies will here- 
inafter be referred to as nonmember clearing banks. 

Each Federal Reserve bank shall exercise the functions of a clearing 
house and collect checks under the general terms and conditions here- 
inafter set forth, and each member bank and nonmember clearing 
bank shall cooperate fully in the system of check clearance and col- 
lection for which provision is herein made. 


SECTION 3. CHECKS RECEIVED FOR COLLECTION 
(1) Each Federal Reserve bank shall receive at par from member 
and nonmember clearing banks in its district, from other Federal 
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Reserve banks, and from all member and nonmember clearing banks 
in other Federal Reserve districts which are authorized to route direct 
for the credit of their respective Federal Reserve banks, checks? 
drawn on all member and nonmember clearing banks of its district, 
and checks drawn on all other nonmember banks of its district which 
are collectible at par in funds acceptable to it. 

(2) Each Federal Reserve bank may receive at par from member 
and nonmember clearing banks in its district, checks drawn on all 
member and nonmember clearing banks in other Federal Reserve 
districts, and checks drawn on all other nonmember banks in other 
Federal Reserve districts which are collectible at par in funds accept- 
able to the collecting Federal Reserve bank. 

(3) No Federal Reserve bank shall receive on deposit or for col- 
lection any check drawn on any nonmember bank which cannot be 
collected at par in funds acceptable to the Federal Reserve bank. 


SECTION 4. TIME SCHEDULE AND AVAILABILITY OF CREDITS 


(1) Each Federal Reserve bank will publish a time schedule show- 
ing the time at which any item sent to it will be counted as reserve 
and become available for withdrawal or other use by the sending 
bank. For all checks received, the sending bank will be given imme- 
diate credit, or deferred credit, in accordance with such time sched- 
ule, and as provided below. 

(2) For all such checks as are received for immediate credit in 
accordance with such time schedule, immediate credit, subject to final 
payment, will be given upon the books of the Federal Reserve bank 
at full face value in the reserve account or clearing account upon day 
of receipt, and the proceeds will at once be counted as reserve and 
become available for withdrawal or other use by the sending bank; 
provided, however, that the Federal Reserve bank may in its discre- 
tion refuse at any time to permit the withdrawal or other use of 
credit given for any item for which the Federal Reserve bank has 
not yet received payment in actually and finally collected funds. 

(3) For all such checks as are received for deferred credit in accord- 
ance with such time schedule, deferred credit, subject to final pay- 
ment, will be entered upon the books of the Federal Reserve bank at 
full face value, but the proceeds will not be counted as reserve nor 
become available for withdrawal or other use by the sending bank 
until such time as may be specified in such time schedule,? at which 


‘A check is generally defined as a draft or order upon a bank or banking house. 
purporting to be drawn upon a deposit of funds, for the payment at all events of a 
certain sum of money to the order of a certain person therein named, or to him 
or his order, or to bearer, and payable on demand. 

* For rules for computation of reserves and penalties for deficiencies in reserves, 
see Regulation D, Secs. 2 and 
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time credit will be transferred from the deferred account to the re- 
serve account or clearing account subject to final payment and will 
then be counted as reserve and become available for withdrawal or 
other use by the sending bank; provided, however, that the Federal 
Reserve bank may in its discretion refuse at any time to permit the 
withdrawal or other use of credit given for any item for which the 
Federal Reserve bank has not yet received payment in actually and 
finally collected funds. 


SECTION 5. TERMS OF COLLECTION 

The Board of Governors of the Federal Reserve System hereby 
authorizes the Federal Reserve banks to handle such checks subject 
to the following terms and conditions; and each member and non- 
member clearing bank which sends checks to any Federal Reserve 
bank for deposit or collection shall by such action be deemed (a) to 
authorize the Federal Reserve banks to handle such checks subject 
to the following terms and conditions; (b) to warrant its own author- 
ity to give the Federal Reserve banks such authority; (c) to agree 
to indemnify any Federal Reserve bank for any loss or expense sus- 
tained (including but not limited to attorneys’ fees and expenses of 
litigation) resulting from the failure of such sending bank to have 
such authority, or resulting from such Federal Reserve bank’s guar- 
anty of prior endorsements, or resulting from any action taken by 
the Federal Reserve bank within the scope of its authority for the 
purpose of collecting such checks; and (d) to guarantee all prior 
endorsements on such checks whether or not a specific guaranty is 
incorporated in an endorsement of the sending bank. 

(1) A Federal Reserve bank will act only as agent of the bank 
from which it receives such checks and will assume no liability except 
for its own negligence and its guaranty of prior endorsements. 

(2) A Federal Reserve bank may present such checks for payment 
or send such checks for collection direct to the bank on which they 
are drawn or at which they are payable, or in its discretion may 
forward them to another agent with authority to present them for 
payment or send them for collection direct to the bank on which 
they are drawn or at which they are payable. A Federal Reserve 
bank, or any agent to which such checks are forwarded by a Federal 
Reserve bank, may present such checks pursuant to any special col- 
lection agreement not inconsistent with the terms of this regulation 
or may present them through a clearing house subject to the rules 
and practices thereof. 

(3) A Federal Reserve bank may, in its discretion and at its option, 
either directly or through or from an agent, accept in payment of or 
in remittance for such checks, cash, bank drafts, transfers of funds or 
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bank credits, or other forms of payment or remittance, acceptable to 
the collecting Federal Reserve bank. The Federal Reserve bank shall 
not be liable for the failure of the drawee bank or any agent to pay 
or remit for such checks, nor for any loss resulting from the accept- 
ance from the drawee bank or any collecting agent, in lieu of cash, 
of any other form of payment or remittance authorized herein, nor 
for the nonpayment of, or failure to realize upon, any bank draft or 
other medium of payment or remittance which may be accepted from 
the drawee bank or any collecting agent. 

(4) Any check which a Federal Reserve bank or an agent thereof 
presents to the drawee bank for payment or sends to the drawee bank 
for collection, and for which remittance or settlement 1s made by the 
drawee bank on the day on which it receives* such check, may be 
returned for credit or refund at any time prior to midnight of the 
drawee’s next business day following such day of receipt or prior to 
the time provided by applicable clearing house rule or special collec- 
tion agreement, whichever is earlier, except that this paragraph shall 
not apply to checks presented over the counter. 

(5) Checks received by a Federal Reserve bank which are pay- 
able in its own district will ordinarily be forwarded or presented direct 
to the banks on which they are drawn, and such banks will be required 
to remit or pay therefor at par in such one or more of the forms of 
payment or remittance authorized under paragraph (3) hereof as may 
be acceptable to the Federal Reserve bank. 

(6) Checks received by a Federal Reserve bank payable in other 
districts will ordinarily be forwarded for collection to the Federal 
Reserve bank of the district in which such checks are payable; pro- 
vided, however, that, where arrangements can be made satisfactory 
to the collecting bank or agent and to the Federal Reserve bank of 
the district in which such checks are payable, any such checks may 
be forwarded for collection direct to the bank on which they are 
drawn or at which they are payable, or may be forwarded for col- 
lection to another agent with authority to present them for payment 
direct to the bank on which they are drawn or at which they are 
payable. All such checks shall be handled subject to all the terms 
and conditions of this regulation. 

(7) With respect to any check sent direct by a member or non- 
member clearing bank in one district to a Federal Reserve bank in 

*A check received by a drawee bank on a day other than its business day, or 
received on a business day after its regular business hours or during afternoon or 


evening periods when it has reopened (or remained open) for limited functions. 
shall be deemed to have been received on its next sueceeding business day. 
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another district, the relationships and the rights and liabilities existing 
between the member or nonmember clearing bank, the Federal Reserve 
bank of its district and the Federal Reserve bank to which the check is 
sent will be the same, and the relevant provisions of this regulation will 
apply, as though the member or nonmember clearing bank had sent 
such check to the Federal Reserve bank of its district with its endorse- 
ment and guaranty of prior endorsements and such Federal Reserve 
bank had sent the check to the other Federal Reserve bank with its 
endorsement and guaranty of prior endorsements. 

(8) Bank drafts received by a Federal Reserve bank in payment 
of or in remittance for checks handled under the terms of this regu- 
lation shall likewise be handled for collection subject to all the terms 
and conditions of this regulation. 

(9) The amount of any check for which payment in actually and 
finally collected funds is not received shall be charged back to the 
forwarding bank, regardless of whether or not the check itself can 
be returned. In such event, neither the owner or holder of any such 
check, nor the bank which sent such check to the Federal Reserve 
bank for collection shall have any right of recourse upon, interest in, 
or right of payment from, any reserve balance, clearing account, 
deposit account, or other funds of the drawee bank or of any bank 
to which such checks have been sent for collection, in the possession 
of the Federal Reserve bank. No draft, authorization to charge, or 
other order, upon any reserve balance, clearing account, deposit 
account, or other funds of a paying, remitting, or collecting bank in 
the possession of a Federal Reserve bank, issued for the purpose of 
settling items handled under the terms of this regulation will be paid, 
acted upon, or honored after receipt by such Federal Reserve bank 
of notice of suspension or closing of such paying, remitting, or col- 
lecting bank. 


SECTION 6. OTHER RULES AND REGULATIONS 

Each Federal Reserve bank may also promulgate rules not incon- 
sistent with the terms of the law or of this regulation, governing the 
details of its operations in clearing and collecting checks and other 
cash items. Such rules shall be set forth by the Federal Reserve bank 
in its letters of instruction to its member and nonmember clearing 
banks and shall be binding upon any member or nonmember clearing 
bank which sends any check or other cash item to such Federal Re- 
serve bank for collection or to any other Federal Reserve bank for 
the account of such Federal Reserve bank for collection. 
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CH AMENDMENTS TO REGULATION J 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


CHECK CLEARING AND COLLECTION 


: In order to permit the collection through the Federal Reserve 
) Banks of checks drawn on nonmember par-remitting banks located in 


—_—- 


ff such of the Territories, dependencies, insular possessions, and parts 
of the United States outside the continental United States as the Board 
of Governors may designate, Regulation J is hereby amended, effective 
July 15, 1954, in the following respects: 


1. Section 3 of Regulation J is amended by inserting a new 
Footnote 1 to the word “district” where it first occurs in such section, 
reading as follows: 


lor the purposes of this Regulation, Alaska, Hawaii, Puerto 
Rico and any dependency, insular possession or part of the United 
States outside the continental United States shall be deemed to be 
in or of such Federal Reserve district as the Board of Governors 
may designate. 


2. The numbering of present Footnotes 1, 2, and 3 is changed 
to 2, 3, and 4, respectively. 


DESIGNATION OF ALASKA AND HAWAII AS BEING IN OR OF THE 
TWELFTH FEDERAL RESERVE DISTRICT FOR PURPOSES OF 
REGULATION J 


Pursuant to Footnote 1 of Regulation J, as amended effective 
July 15, 1954, the Board of Governors has taken the following action: 


For purposes of Regulation J, Alaska and Hawaii shall be deem- 
ed to be in or of the Twelfth Federal Reserve District, effective 
on and after July 15, 1954. 
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BOARD OF GOVERNORS 
of the 
FEDERAL RESERVE SYSTEM 


CHECK CLEARING AND COLLECTION 


REGULATION J 


This Regulation as printed herewith is in the 
form as amended effective January 3, 1959 


UNIVERSITY OF ILLINOIS 





INQUIRIES REGARDING THIS REGULATION 


Any inquiry relating to this regulation should be addressed to the 
Federal Reserve bank of the district in which the inquiry arises. 


REGULATION J 


As amended, effective January 3, 1959 


CHECK CLEARING AND COLLECTION 


SECTION 1. STATUTORY PROVISIONS 

Section 16 of the Federal Reserve Act authorizes the Board of 
Governors of the Federal Reserve System to require each Federal 
Reserve bank to exercise the functions of a clearing house for its mem- 
ber banks, and section 13 of the Federal Reserve Act, as amended by 
the Act approved June 21, 1917, authorizes each Federal Reserve 
bank to receive from any nonmember bank or trust company, solely 
for the purposes of exchange or of collection, deposits of current 
funds in lawful money, national-bank notes, Federal Reserve notes, 
checks and drafts payable upon presentation, or maturing notes and 
bills, provided such nonmember bank or trust company maintains 
with its Federal Reserve bank a balance sufficient to offset the items 
in transit held for its account by the Federal Reserve bank. 


SECTION 2. GENERAL REQUIREMENTS 

In pursuance of the authority vested in it under these provisions 
of law, the Board of Governors of the Federal Reserve System, desir- 
ing to afford .both to the public and to the various banks of the 
country a direct, expeditious, and economical system of check col- 
lection and settlement of balances, has arranged to have each Fed- 
eral Reserve bank exercise the functions of a clearing house and col- 
lect checks for such of its member banks as desire to avail themselves 
of its privileges and for such nonmember State banks and trust com- 
panies as may maintain with the Federal Reserve bank balances suf- 
ficient to qualify them under the provisions of section 13 to send 
items to Federal Reserve banks for purposes of exchange or of col- 
lection. Such nonmember State banks and trust companies will here- 
inafter be referred to as nonmember clearing banks. 

Each Federal Reserve bank shall exercise the functions of a clearing 
house and collect checks under the general terms and conditions here- 
inafter set forth, and each member bank and nonmember clearing 
bank shall cooperate fully in the system of check clearance and col- 
lection for which provision is herein made. 


SECTION 3. CHECKS RECEIVED FOR COLLECTION 


(1) Each Federal Reserve bank shall receive at par from member 
and nonmember clearing banks in its district,’ from other Federal 


1 Kor the purposes of this Regulation, Hawaii, Puerto Rico and any dependency, insular 
possession or part of the United States outside the continental United States shall be deemed 
to be in or of such Federal Reserve district as the Board of Governors may designate. 
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Reserve banks, and from all member and nonmember clearing banks 
in other Federal Reserve districts which are authorized to route direct 
for the credit of their respective Federal Reserve banks, checks? 
drawn on all membcr and nonmember clearing banks of its district, 
and cheeks drawn on all other nonmember banks of its district which 
are collectible at par in funds acceptable to it. 

(2) Each Federal Reserve bank may receive at par from member 
and nonmember clearing banks in its district, checks drawn on all 
member and nonmember clearing banks in other Federal Reserve 
districts, and checks drawn on all other nonmember banks in other 
Federal Reserve districts which are collectible at par in funds accept- 
able to the collecting Federal Reserve bank. 

(3) No Federal Reserve bank shall receive on deposit or for col- 
lection any check drawn on any nonmember bank which cannot be 
collected at par in funds acceptable to the Federal Reserve bank. 


SECTION 4. TIME SCHEDULE AND AVAILABILITY OF CREDITS 


(1) Each Federal Reserve bank will publish a time schedule show- 
ing the time at which any item sent to it will be counted as reserve 
and become available for withdrawal or other use by the sending 
bank. For all checks received, the sending bank will be given imme- 
diate credit, or deferred credit, in accordance with such time sched- 
ule, and as provided below. 

(2) For all such checks as are received for immediate credit in 
accordance with such time schedule, immediate credit, subject to final 
payment, will be given upon the books of the Federal Reserve bank 
at full face value in the reserve account or clearing account upon day 
of receipt, and the proceeds will at once be counted as reserve and 
become available for withdrawal or other use by the sending bank; 
provided, however, that the Federal Reserve bank may in its discre- 
tion refuse at any time to permit the withdrawal or other use of 
credit given for any item for which the Federal Reserve bank has 
not yet received payment in actually and finally collected funds. 

(3) For all such checks as are received for deferred credit in accord- 
ance with such time schedule, deferred credit, subject to final pay- 
ment, will be entered upon the books of the Federal Reserve bank at 
full face value, but the proceeds will not be counted as reserve nor 
become available for withdrawal or other use by the sending bank 
until such time as may be specified in such time schedule,* at which 


“A check is generally defined as a draft or order upon a bank or banking house. 
purporting to be drawn upon a deposit of funds. for the payment at all events of a 
certain sum of money to the order of a certain person therein named, or to him 
or his order, or to bearer, and payable on demand. 

8 For rules for computation of reserves and penalties for deficiencies in reserves, 
see Regulation D, Secs. 2 and 3. 
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time credit will be transferred from the deferred account to the re- 
serve account or clearing account subject to final payment and will 
then be counted as reserve and become available for withdrawal or 
other use by the sending bank; provided, however, that the Federal 
Reserve bank may in its discretion refuse at any time to permit the 
withdrawal or other use of credit given for any item for which the 
Federal Reserve bank has not yet received payment in actually and 
finally collected funds. 


SECTION 5. TERMS OF COLLECTION 

The Board of Governors of the Federal Reserve System hereby 
authorizes the Federal Reserve banks to handle such checks subject 
to the following terms and conditions; and each member and non- 
member clearing bank which sends checks to any Federal Reserve 
bank for deposit or collection shall by such action be deemed (a) to 
authorize the Federal Reserve banks to handle such checks subject 
to the following terms and conditions; (b) to warrant its own author- 
ity to give the Federal Reserve banks such authority; (c) to agree 
to indemnify any Federal Reserve bank for any loss or expense sus- 
tained (including but not limited to attorneys’ fees and expenses of 
litigation) resulting from the failure of such sending bank to have 
such authority, or resulting from such Federal Reserve bank’s guar- 
anty of prior endorsements, or resulting from any action taken by 
the Federal Reserve bank within the scope of its authority for the 
purpose of collecting such checks; and (d) to guarantee all prior 
endorsements on such checks whether or not a specific guaranty is 
incorporated in an endorsement of the sending bank. 

(1) A Federal Reserve bank will act only as agent of the bank 
from which it receives such checks and will assume no liability except 
for its own negligence and its guaranty of prior endorsements. 

(2) A Federal Reserve bank may present such checks for payment 
or send such checks for collection direct to the bank on which they 
are drawn or at which they are payable, or in its discretion may 
forward them to another agent with authority to present them for 
payment or send them for collection direct to the bank on which 
they are drawn or at which they are payable. A Federal Reserve 
bank, or any agent to which*such checks are forwarded by a Federal 
Reserve bank, may present such checks pursuant to any special col- 
lection agreement not inconsistent with the terms of this regulation 
or may present them through a clearing house subject to the rules 
and practices thereof. 

(3) A Federal Reserve bank may, in its discretion and at its option, 
either directly or through or from an agent, accept in payment of or 
in remittance for such checks, cash, bank drafts, transfers of funds or 
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bank credits, or other forms of payment or remittance, acceptable to 
the collecting Federal Reserve bank. The Federal Reserve bank shall 
not be liable for the failure of the drawee bank or any agent to pay 
or remit for such checks, nor for any loss resulting from the accept- 
ance from the drawee bank or any collecting agent, in lieu of cash, 
of any other form of payment or remittance authorized herein, nor 
for the nonpayment of, or failure to realize upon, any bank draft or 
other medium of payment or remittance which may be accepted from 
the drawee bank or any collecting agent. 

(4) Any check which a Federal Reserve bank or an agent thereof 
presents to the drawee bank for payment or sends to the drawee bank 
for collection, and for which remittance or settlement 1s made by the 
drawee bank on the day on which it receives* such check, may be 
returned for credit or refund at any time prior to midnight of the 
drawee’s next business day following such day of receipt or prior to 
the time provided by applicable clearing house rule or special collec- 
tion agreement, whichever is earlier, except that this paragraph shall 
not apply to checks presented over the counter. 

(5) Checks received by a Federal Reserve bank which are pay- 
able in its own district will ordinarily be forwarded or presented direct 
to the banks on which they are drawn, and such banks will be required 
to remit or pay therefor at par in such one or more of the forms of 
payment or remittance authorized under paragraph (3) hereof as may 
be acceptable to the Federal Reserve bank. 

(6) Checks received by a Federal Reserve bank payable in other 
districts will ordinarily be forwarded for collection to the Federal 
Reserve bank of the district in which such checks are payable; pro- 
vided, however, that, where arrangements can be made satisfactory 
to the collecting bank or agent and to the Federal Reserve bank of 
the district in which such checks are payable, any such checks may 
be forwarded for collection direct to the bank on which they are 
drawn or at which they are payable, or may be forwarded for col- 
lection to another agent with authority to present them for payment 
direct to the bank on which they are drawn or at which they are 
payable. All such checks shall be handled subject to all the terms 
and conditions of this regulation. 

(7) With respect to any check sent direct by a member or non- 
member clearing bank in one district to a Federal Reserve bank in 

*A check received by a drawee bank on a day other than its business day, or 
received on a business day after its regular business hours or during afternoon or 


evening periods when it has reopened (or remained open) for limited functions, 
shall be deemed to have been received on its next succeeding business day. 
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another district, the relationships and the rights and liabilities existing 
between the member or nonmember clearing bank, the Federal Reserve 
bank of its district and the Federal Reserve bank to which the check is 
sent will be the same, and the relevant provisions of this regulation will 
apply, as though the member or nonmember clearing bank had sent 
such check to the Federal Reserve bank of its district with its endorse- 
ment and guaranty of prior endorsements and such Federal Reserve 
bank had sent the check to the other Federal Reserve bank with its 
endorsement and guaranty of prior endorsements. 

(8) Bank drafts received by a Federal Reserve bank in payment 
of or in remittance for checks handled under the terms of this regu- 
lation shall likewise be handled for collection subject to all the terms 
and conditions of this regulation. 

(9) The amount of any check for which payment in actually and 
finally collected funds is not received shall be charged back to the 
forwarding bank, regardless of whether or not the check itself can 
be returned. In such event, neither the owner or holder of any such 
check, nor the bank which sent such check to the Federal Reserve 
bank for collection shall have any right of recourse upon, interest in, 
or right of payment from, any reserve balance, clearing account, 
deposit account, or other funds of the drawee bank or of any bank 
to which such checks have been sent for collection, in the possession 
of the Federal Reserve bank. No draft, authorization to charge, or 
other order, upon any reserve balance, clearing account, deposit 
account, or other funds of a paying, remitting, or collecting bank in 
the possession of a Federal Reserve bank, issued for the purpose of 
settling items handled under the terms of this regulation will be paid, 
acted upon, or honored after receipt by such Federal Reserve bank 
of notice of suspension or closing of such paying, remitting, or col- 
lecting bank. 


SECTION 6. OTHER RULES AND REGULATIONS 

Each Federal Reserve bank may also promulgate rules not incon- 
sistent with the terms of the law or of this regulation, governing the 
details of its operations in clearing and collecting checks and other 
cash items. Such rules shall be set forth by the Federal Reserve bank 
in its letters of instruction to its member and nonmember clearing 
banks and shall be binding upon any member or nonmember clearing 
bank which sends any check or other cash item to such Federal Re- 
serve bank for collection or to any other Federal Reserve bank for 
the account of such Federal Reserve bank for collection. 


6 ; REGULATION J 


DESIGNATIONS OF FEDERAL RESERVE DISTRICTS FOR BANKS 
IN TERRITORIES, DEPENDENCIES, ETC. 


Pursuant to Footnote 1 of Regulation J, the Board of Governors 
has taken the following actions for the purposes of such regulation: 


Hawaii shall be deemed to be in or of the Twelfth Federal 
Reserve District, effective on and after July 15, 1954. 


The Virgin Islands shall be deemed to be in or of the 
Second Federal Reserve District, effective on and after 
June 19, 1957. 


Puerto Rico shall be deemed to be in or of the Second 
Federal Reserve District, effective on and after January 1, 
1958. 


Guam shall be deemed to be in or of the Twelfth Federal 
Reserve District, effective on and after January 1, 1959. 
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‘CHECK CLEARING AND COLLECTION 
AMENDMENT TO REGULATION J 
) ISSUED BY THE BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective August 21, 1959, footnote 1 of Regulation J is amended 
to read as follows: 


1 For the purposes of this Regulation, any dependency, insular possession or 
part of the United States outside the States of the United States and the District of 
Columbia shall be deemed to be in or of such Federal Reserve district as the Board 
of Governors may designate, 


DESIGNATIONS OF FEDERAL RESERVE DISTRICTS FOR BANKS 
IN TERRITORIES, DEPENDENCIES, ETC. 


Pursuant to footnote 1 of Regulation J, as amended, the Board of 
Governors has taken the following action for the purposes of such regu- 
lation: 


The designation of Hawaii is hereby deleted. 


i he 


ob ne cy neta 


cine Ach VR GAN 
ante A cP 
TARE OAT TE "4 t 


at | ees 


eat, 


ae , iy) ua sil 
ul ane ae Ta) pyre 


AA n Rifiee 2 me Me 0 


y ams a , han “e A ea 4 oe i. i ii Oe 
Bony WH | 
ae ca 


chet 





Se / 
Un Bar| 


CHECK CLEARING AND COLLECTION 


AMENDMENT TO REGULATION J 


ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


‘ 
‘ 
; 


Effective August 10, 1960, Section 6 of Regulation J (12 CFR §210.6) 
is amended by inserting after the first sentence a new sentence reading 
as follows: 


Such rules may, among other things, prescribe the types of 
checks and other items that will be received as cash items 
under this regulation, classify cash items, require separate 
sorts and cash letters, and provide different closing times 
for the zeceipt of different types or classes of cash items. 
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CHECK CLEARING AND COLLECTION 


AMENDMENT TO REGULATION J 


ISSUED BY THE BoarD oF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Effective September 27, 1962, section 210.2(a) is amended to read as 
follows: 


SECTION 210.2--GENERAL REQUIREMENTS 


(a) In pursuance of the authority vested in it under these provisions 
of law, the Board of Governors of the Federal Reserve System, desiring 
to afford both to the public and to the various banks of the country a di- 
rect, expeditious, and economical system of check collection and settle- 
ment of balances, has arranged to have each Federal Reserve bank ex- 
ercise the functions of a clearing house and collect checks for such of 
its member banks as desire to avail themselves of its privileges and for 
such nonmember banks and trust companies as may maintain with the 
Federal Reserve bank balances sufficient to qualify them under the pro- 
visions of section 13 to send items to Federal Reserve banks for pur- 
poses of exchange or of collection. Such nonmember banks and trust 
companies will hereinafter be referred to as nonmember clearing banks. 
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BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


COLLECTION OF CHECKS AND OTHER ITEMS 
BY FEDERAL RESERVE BANKS 


AMENDMENT TO REGULATION J 


Effective October 1, 1969, section 210.5 is amended by adding a 
paragraph (c) as follows: 





SECTION 210.5—SENDER’S AGREEMENT 
* % ¥ 


(c) Whenever any action or proceeding is brought in any court 
against a Federal Reserve Bank which has collected an item, based 
upon the alleged failure of the sender of such item to have the author- 
ity to make the warranty and the agreement referred to in paragraph 
(a) of this section, or upon any action taken by such Federal Reserve 
Bank within the scope of its authority for the purpose of collecting 
such item, or upon any warranty or agreement with respect thereto 
made by such Federal Reserve Bank consistently with paragraph (b) 
of § 210.6 of this part, such Federal Reserve Bank may, upon the 
entry of a final judgment or decree in such action or proceeding, 
recover from the sender in the manner provided herein the amount 
of attorneys’ fees and other expenses of litigation actually incurred, 
and, in addition, any amount required to be paid by such Federal 
Reserve Bank under such judgment or decree, together with interest 
thereon. Such recovery may be effected by charging the amount thereof 
to any account of the sender maintained on the books of such Federal 
Reserve Bank (or if the sender is another Federal Reserve Bank, by 
entering a charge therefor against such other Federal Reserve Bank 
through the Interdistrict Settlement Fund), provided only (1) that 
such Federal Reserve Bank shall have made seasonable demand on the 
sender in writing to assume the defense of the action or proceeding, 
and (2) that the sender shall not have made any other provision 
acceptable to such Federal Reserve Bank for the payment of such 
amount. A Federal Reserve Bank against which any such charge has 
been entered through the Interdistrict Settlement Fund may recover 
from its sender, in any case herein provided, as if the action or pro- 
ceeding against the Federal Reserve Bank which entered the charge 
had been brought against it. The failure of any Federal Reserve Bank 
to avail itself of the remedy provided by this paragraph shall not 
prejudice the enforcement by it in any other manner of the indemnity 
agreement referred to in paragraph (0) of this section. 
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